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RE: Credit Risk Retention 

Dear Honorable Mr. Bernanke: 

We urge the Federal Reserve to add mortgage insurance to the means by which an exemption for the 

Qualified Residential Mortgage (the "QRM") is calculated. We believe that the presence of private 

mortgage insurance can serve the essential goals for protecting the public fisc. Private mortgage 

insurance is a no-cost solution for the taxpayer because it taps private capital as a loss reserve. 

Underlying our position are three concerns: 

1. The QRM's exemption is set at a bar so high that tens of millions of American households will 

suddenly and systematically be denied the opportunity to own a home. 

2. The QRM currently includes no recognition of the power of private mortgage insure to reduce 

risk for the GSEs. 

3. The QRM will interact with the existing Loan-Level-Pricing-Adjustments ("LLPA") to reduce 

demand for mortgage-backed securities by both the GSEs as well as by private investors. 

We question the fundamental assumption of the QRM's use of down payment as the sole means of 

insuring the safety and soundness of loans. Why create a regression model whose dependent variable is 

default? The real problem is the loss of capital. With mortgage insurance in place, borrowers may go in 

default, but owners of the debt will remain solvent. If the QRM model incorporated mortgage insurance 

as a factor in the exposure of the loss, the correlated risk would be much less. 
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Use private mortgage insurance as a substitute for a high down payment 
Private mortgage insurance creates a buffer that allows low-wealth households a chance to own a 

home. Putting down a bit more in a monthly mortgage payment is easier than putting down ten or 

twenty percent. The facts on asset accumulation make that clear. 

Private mortgage insurance has traditionally helped low-income and low-wealth households in their 

efforts to buy homes. It is an affordable means of closing the gap between a high down-payment 

threshold, as potentially realized in a new QRM scenario, and the asset bases of tens of millions of 

Americans. 

• The addition of mortgage insurance to a down payment protects the safety and soundness of 

banks. Selling a mortgage with credit enhancement that is sold through a third-party acts as its 

own process of discernment. 

• The re-introduction of mortgage insurance would have the positive effect of bringing more 

capital in to the market. This money would act to stabilize lenders and investors against default, 

while simultaneously expanding demand for housing. More home buyers translates into more 

support for housing prices. 

The QRM threatens the chance for many people to buy a home. Its effects are most dramatic for African-

American and Latino households. 

The QRM will thwart opportunities for home ownership. The most impacted groups will be protected 

classes. There are significant gaps in wealth between whites, African-Americans, and Latinos. With a 

QRM exemption of 20 percent, more than 70 percent of American households and far more minority 

households will be unable to buy a home. The median asset holding of an African-American family was 

less than $10,000 in 2008 (Shapiro T. M., 2010). In an analysis of the most recent Survey of Consumer 

Finances, data revealed that the wealth gap has widened among blacks and whites since the economic 

contraction in 2008. Median white household wealth is now 19 times that of African-Americans. Today, 

the "typical black household has just $5,677 in wealth. (Kochhar R. R., 2011)" The median African-

American family would have to increase its asset holdings eight fold to make a down payment on an 

average priced home for sale in the United States. The rate of homeownership among African-

Americans is 46 percent - 26 percentage points lower than that of whites (Kochhar R. R., 2011) - and it 

will surely sink with a rulemaking that puts the QRM exemption at 20 percent. 

The QRM, as currently proposed, may violate the Federal Fair Housing Act and the Equal Credit 

Opportunity Act. 

The interaction Between the QRM and the LLPA is a One-Two Punch to Eliminate Access to Capital for 

Low-Wealth Households 

The arrival of the QRM will interact with the existing Loan Level Pricing Adjustment program utilized by 

Fannie Mae and Freddie Mac. The LLPA imposes additional charges for loans that bear specific features 

associated with default risk. The problem is less about the "why" and more about the "how," because 

the main way to avoid the high fees of the LLPA is to put down at least fifteen to twenty percent. This is 
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a hard bar for many families to reach. The GSEs have chosen this course for the loans that they buy. The 

QRM will make this the standard for the loans that are sold elsewhere in the secondary market. 

The arrival of the QRM should only complement that problem. The QRM will cover mortgages that are 

not purchased by the GSEs. The LLPA applies to loans that are delivered to the GSEs. With the QRM, 

there will be only one alternative to a putting down a high down-payment on a home loan. Low-wealth 

buyers will flock to the FHA loan guarantee program. But even that is a second-best alternative. The 

existing plan is to curtail the extent of FHA involvement in the mortgage market. Specifically, FHA says 

that it will insure fewer mortgages. Some FHA mortgages are ultimately purchased by the GSEs. 

CRA-NC analyzed more than 50,000 home mortgages originated last summer in Virginia and North 

Carolina using data from loans held by more than 20 servicers. Because the data included a variety of 

factors relevant to the LLPA - credit score, loan-to-value, owner type, loan purpose, loan term, and zip 

code, CRA-NC was able to determine the treatment of each loan by the LLPA. 

Our analysis determined that most African-American and Latino borrowers would be harmed by the 

terms of the LLPA. Almost half (47 percent) of the 95 LTV loans originated to African-Americans and 

approximately 39 percent of those made to Latino borrowers had a combination of features that 

generated a delivery fee. Even at 85 LTV, forty-two percent of African-American borrowers originated a 

fee-for-delivery loan. 

The Federal Housing Finance Administration reported that only about one in four loans originated in the 

last twelve years would have qualified for an exemption. The market is reforming itself. In 2009, more 

than 30 percent of loans would have qualified. This was greater than any other year since 1997, and 

almost twice the rate in 2008. But even the more conservative underwriting standards in effect since fall 

2008 will pale in comparison to the future envisioned with the 20 percent exemption. 

Conclusion 

When coupled with the higher down-payment proposed by the proposed rulemaking, low-wealth 

households will be shut out from home ownership. Even a ten percent down payment rule will put 

home ownership out of reach for working class households. Do we want a day when school teachers and 

firefighters cannot afford to own a home? 

There are some elements of the QRM that make sense. We applaud the decision to use the QRM as a 

means of curbing the origination of interest-only loans, of negatively amortizing loans, and loans with a 

balloon payment. 
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E X E C U T I V E S U M M A R Y 

T I 
" h e " L o a n L e v e l P r i c i n g A d j u s t m e n t s " 

( " L L P A " ) c h a n g e b o t h t h e c o s t a n d t h e 

a c c e s s i b i l i t y o f m o r t g a g e l o a n s f o r c o n s u m e r s . 

A l t h o u g h r e l a t i v e l y u n k n o w n , it is c o n t r i b u t i n g 

t o t h e o n g o i n g w e a k n e s s in h o u s i n g p r i c e s . I t 

m a k e s it h a r d e r f o r A m e r i c a n f a m i l i e s t o b u y 

a n d se l l h o m e s . 

S i n c e it m o v e s m a n y l o a n s t o F H A , it d o e s l i t t l e 

t o r e l i e v e t h e r i s k s a s s o c i a t e d w i t h m o r t g a g e 

l e n d i n g t h a t is p l a c e d u p o n A m e r i c a n t a x p a y e r s . 

T h e L L P A c r e a t e s a n o t h e r h u r d l e f o r 

u n d e r s e r v e d b o r r o w e r s . F o r m a n y , t h i s n e w 

o b s t a c l e c o m e s m u c h c l o s e r t o p u t t i n g t h e i r 

p r o s p e c t s o u t o f r e a c h . 

The LLPA has the effect of moving more loans to 

FHA. B o r r o w e r s g e t F H A l o a n s b e c a u s e t h e y d o 

n o t h a v e t h e d o w n p a y m e n t t o g e t a 

c o n v e n t i o n a l l o a n . U n f o r t u n a t e l y , F H A 

p r e m i u m s m a k e t h e s e l o a n s m o r e c o s t l y . 

B o r r o w e r s e x p e r i e n c e a t r a d e - o f f b e t w e e n 

a c c e s s a n d p r i c e w h e n t h e y g o t o F H A . G i v e n 

t h a t t h e G S E s t r e a t t h e s e l o a n s as h i g h e r - r i s k , 

t h e b e n e f i t o f m o v i n g m o r e t o F H A is 

e x p e r i e n c e d b y t h e G S E s b u t n o t b y t a x p a y e r s . 

L o a n - t o - v a l u e r e q u i r e m e n t s in t h e L L P A p l a y a 

l a r g e r o l e in t h e t r a n s f e r o f l o a n s t o F H A . M o s t 

b o r r o w e r s t h a t c a n p u t m o r e t h a n 15 p e r c e n t 

d o w n h a v e a g o o d c h a n c e o f g e t t i n g a 

c o n v e n t i o n a l l o a n . I n t h e V i r g i n i a a n d N o r t h 

C a r o l i n a d a t a s e t , 51 .3 p e r c e n t o f m o r t g a g e s 

w e r e m a d e w i t h a n L T V t h a t w a s g r e a t e r t h a n 

8 0 p e r c e n t . 

The LLPA creates a disparate impact upon 

protected classes. L i n e s o f r a c e m i r r o r 

d i s t i n c t i o n s in w e a l t h . W i t h t h e i m p l i c i t d e c i s i o n 

t o r a i s e d o w n p a y m e n t s a n d t o p u t m o r e 

s k e p t i c i s m o n l o a n s m a d e t o b o r r o w e r s w i t h 

l o w e r c r e d i t s c o r e s , t h e G S E s c r e a t e a p o l i c y 

t h a t h a r m s p r o t e c t e d c l a s s e s . 

• M i n o r i t y b o r r o w e r s h a v e l e s s w e a l t h . 

W i t h t h e L L P A , t h e y w i l l i n c r e a s i n g l y 

b e c o m e s e g r e g a t e d w i t h t h e F H A 

p r o g r a m . 

• L o a n s o r i g i n a t e d in m i n o r i t y a r e a s a r e 

m o r e l i k e l y t o b e d e n i e d f o r d e l i v e r y t o 

t h e G S E s , w h e r e a s l o a n s in 

p r e d o m i n a t e l y w h i t e a r e a s a r e m o r e 

l i k e l y t o b e d e l i v e r a b l e b u t w i t h a f e e . 

• R e d u c e s a c c e s s i b i l i t y t o c o n v e n t i o n a l 

l o a n s in m a j o r i t y - m i n o r i t y z i p c o d e s . 

The LLPA ignores the utility of private mortgage 

insurance. If t h e L L P A d i d n o t c l o s e t h e d o o r s t o 

a c o n v e n t i o n a l l o a n f o r s o m a n y b o r r o w e r s , 

t h e n F H A w o u l d g u a r a n t e e f e w e r l o a n s . T h e 

G S E s c o u l d r e - o r i e n t t h i s t r e n d b y t a k i n g a 

m o r e f a v o r a b l e v i e w t o m o r t g a g e i n s u r a n c e . 

C u r r e n t l y , t h e L L P A f a c t o r s g r o s s l o a n - t o - v a l u e 

u s i n g m o r t g a g e i n s u r a n c e p r e m i u m s as a n 

a d d i t i o n a l l o a n a m o u n t . 

F o r a l o n g t i m e , P M I h a s p r o v i d e d a g u a r a n t e e 

a g a i n s t n o n - p e r f o r m a n c e o f l o a n s . I t w a s m o s t 

s i g n i f i c a n t f o r l o w e r - i n c o m e b o r r o w e r s . T h o s e 

b o r r o w e r s a r e d i s p r o p o r t i o n a t e l y r e p r e s e n t e d 

b y h i g h e r L T V s . 

The rules increase borrowing costs for loans made 

to investors. W h e n f a m i l i e s c a n ' t b u y , t h e y n e e d 

t o r e n t . T h e r e is a n i d e n t i f i e d n e e d a m o n g 

p o l i c y m a k e r s t h a t o u r c o u n t r y n e e d s t o f i n a n c e 

m o r e r e n t a l h o u s i n g , T h e L L P A p u n i s h e s 

i n v e s t o r s t h a t w a n t t o p u t c a p i t a l i n t o r e n t a l 

h o u s i n g , a n d b y d o i n g s o , it t h w a r t s 

o p p o r t u n i t i e s f o r o u r e c o n o m y t o a d j u s t t o n e w 

h o u s i n g n e e d s . 
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T H E N E W H U R D L E T O H O M E O W N E R S H I P 

It is as if a c o l l e c t i v e s t o r m , c o m i n g f r o m m a n y 

d i f f e r e n c e s o u r c e s , h a s c o n s p i r e d t o p u t a 

h o m e m o r t g a g e f u r t h e r a n d f u r t h e r f r o m t h e 

r e a c h o f t h e l o w - t o - m o d e r a t e i n c o m e f a m i l y . 

o n t h e o n e h a n d , t h e G S E s a r e p u r s u i n g a 

p o l i c y t h a t f o r c e s f u t u r e b o r r o w e r s t o p a y f o r 

t h e n o n - p e r f o r m a n c e o f l o a n s m a d e in t h e 

r e c e n t p a s t . T h e m a i n d r i v e r is t h e i r d e c i s i o n t o 

r e d u c e h o w m a n y h i g h l o a n - t o - v a l u e m o r t g a g e s 

t h a t t h e y p u r c h a s e . C o u p l e d w i t h a d d i t i o n a l 

r e s t r i c t i o n s o n l o a n s in " d e c l i n i n g " M S A s a n d a 

p u l l b a c k in m a k i n g l o a n s t o s o m e b o r r o w e r s 

m e a n t h a t m a n y f a m i l i e s w i l l h a v e t o s a v e f o r 

y e a r s in o r d e r t o b u y a h o m e . 

T h e G S E s a r e n o t a c t i n g a l o n e . I n d e e d , t h e i r 

a c t i o n s s e e m t o m o v e in l o c k s t e p w i t h o t h e r 

g o v e r n m e n t i n i t i a t i v e s . T h e F D I C a n d t h e 

F e d e r a l R e s e r v e h a v e a r g u e d f o r n e w r u l e s , 

i n t e n d e d t o s p u r b a n k s t o r e t a i n r i s k in t h e i r 

m o r t g a g e l o a n s , w h i c h w i l l f u r t h e r d i s t a n c e 

m o d e r a t e w e a l t h f a m i l i e s f r o m m e e t i n g 

u n d e r w r i t i n g r e q u i r e m e n t s . T h e F D I C w a n t s t o 

e x e m p t l o a n s f r o m r i s k r e t e n t i o n u n d e r t h e 

Q u a l i f i e d R e s i d e n t i a l M o r t g a g e r u l e o n l y w h e n 

t h e y h a v e a d o w n p a y m e n t o f a t l e a s t t w e n t y 

p e r c e n t . T h e o b a m a a d m i n i s t r a t i o n h a s s e t a 

l o w e r t a r g e t - j u s t 10 p e r c e n t - b u t b o t h w i l l 

f u r t h e r r e d u c e t h e a p p e t i t e f o r b a n k s t o m a k e 

l o a n s . A r e c e n t s t u d y , w h i c h c o m b i n e d r e s e a r c h 

o n h o m e c o s t s a n d s a v i n g s r a t e s , f o u n d t h a t t h e 

a v e r a g e A m e r i c a n f a m i l y w i l l n e e d t e n y e a r s t o 

s a v e e n o u g h t o b u y a h o m e if t h e Q R M s e t s 

r i s k - r e t e n t i o n r u l e s a t t e n p e r c e n t . ( C R L , 2 0 1 1 ) 

M o r t g a g e i n s u r e r s h a v e c h a n g e d t h e i r r u l e s , 

t o o . In t h e las t f e w y e a r s , s o m e m o r t g a g e 

i n s u r a n c e c o m p a n i e s h a v e d e v e l o p e d r i s k - b a s e d 

p r i c i n g s c h e d u l e s t h a t d e l i b e r a t e l y p u s h h i g h e r -

r i s k b o r r o w e r s t o F H A . In s o m e i n s t a n c e s , t h e 

p r i c e d i f f e r e n c e c a n b e as h i g h as 150 bas i s 

p o i n t s b e t w e e n h i g h c r e d i t s c o r e a n d l o w c r e d i t 

s c o r e h o u s e h o l d s , a f t e r c o n t r o l l i n g f o r l o a n - t o -

v a l u e . M i n o r i t i e s a r e t h e g r o u p m o s t l i k e l y t o 

p a y m o r e t o i n s u r e t h e i r l o a n s in a r i s k - b a s e d 

p r i c i n g s y s t e m ( G e n w o r t h , 2 0 1 1 ) . A t 8 5 L T V , 

m o r e t h a n 4 7 p e r c e n t o f A f r i c a n - A m e r i c a n 

b o r r o w e r s a n d 3 9 p e r c e n t o f L a t i n o b o r r o w e r s 

e x p e r i e n c e a n i n c r e a s e in P M I p r i c e . 

F H A is a l s o a m o v i n g t a r g e t . F o r s o m e t i m e , t h e 

p r i c e o f F H A m o r t g a g e i n s u r a n c e a n d t h a t 

w i l l i n g n e s s o n t h e p a r t o f F H A t o g u a r a n t e e 

h i g h L T V l o a n s h a s m e a n t t h a t F H A ' s 

p a r t i c i p a t i o n in t h e m o r t g a g e i n s u r a n c e m a r k e t 

s o a r e d . S i n c e A p r i l , t h o u g h , h i g h e r F H A p r i c i n g 

m o s t l i k e l y m e a n s t h a t t h e i r g u a r a n t e e s c a n 

s e r v e f e w e r b o r r o w e r s . S o m e o f t h o s e 

b o r r o w e r s w i l l b e a b l e t o g e t i n s u r a n c e f r o m a 

p r i v a t e m o r t g a g e i n s u r a n c e c o m p a n y t h a t c r o s s -

s u b s i d i z e s i ts p r i c i n g . In e f f e c t , s u c h f i r m s l o w e r 

t h e p r i c e f o r h i g h - r i s k c o n s u m e r s a n d i n c r e a s e 

it f o r l o w - r i s k b o r r o w e r s ( s e e C h a r t 2 .1 , C h a r t 

2 . 2 ) . T h e c r o s s - s u b s i d i z e d p r i c e a p p r o a c h e s 

p u s h o u t t h e h o r i z o n o f s u i t a b l e b o r r o w e r s . 

o v e r a l l , m o r e p e o p l e c a n f i n d a s u i t a b l e 

m o r t g a g e i n s u r a n c e p r o d u c t a n d s o h o m e 

o w n e r s h i p , h o m e s a l e s , a n d h o m e p r i c e s al l g o 

u p . St i l l , t h e c r o s s - s u b s i d i z i n g P M I f i r m s a r e n o t 

l o w e r i n g t h e i r r a t e s . E v e r y o n e w i l l p a y as m u c h 

o r m o r e as b e f o r e . S i n c e e v e n t h e P M I 

c o m p a n i e s s h y a w a y f r o m t h e h i g h e s t L T V 

l o a n s , m a n y p e o p l e w i l l n o l o n g e r b e a b l e t o 

s e c u r e l o a n s . 
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H O W T H E SYSTEM W O R K S 

It is u n l i k e l y t h a t c o n s u m e r s k n o w o r u n d e r s t a n d h o w t h e y a r e p a y i n g f o r c h a r g e s in t h e L L P A . T h e 

L L P A f e e s a r e p a i d b y l e n d e r s . N a t u r a l l y , t h e l e n d e r s p a s s t h o s e c o s t s a l o n g t o b o r r o w e r s . T h e e n d 

c o s t s a r e e x p e r i e n c e d b y b o r r o w e r s . L e n d e r s p a s s o n L L P A f e e s t h r o u g h a n o p a q u e s e t o f c h a r g e s t h a t 

a r e w r a p p e d u p in a c o m b i n a t i o n o f h i g h e r c l o s i n g c o s t s a n d h i g h e r i n t e r e s t r a t e s . 

The LLPA creates three pathways for any loan 

T h e L L P A ' s t r e a t m e n t o f m o r t g a g e l o a n s v a r i e s . R e q u i r i n g a f e e is n o t t h e o n l y p o s s i b i l i t y . T h e G S E s c a n 

a c c e p t t h e l o a n w i t h o u t a n y a d d i t i o n a l f e e s , t h e y c a n c h o o s e t o a c c e p t t h e l o a n b u t r e q u i r e a d d i t i o n a l 

f e e s as a c o n t i n g e n c y f o r d o i n g s o , o r t h e G S E s r e j e c t t h e l o a n f o r d e l i v e r y . L e n d e r s a r e u n d e r n o 

o b l i g a t i o n t o se l l a d e l i v e r a b l e l o a n t o t h e G S E s . In m a n y i n s t a n c e s , a l o a n is p a c k a g e d f o r F H A e v e n 

t h o u g h it m e e t s t h e s t a n d a r d s f o r d e l i v e r y . 

T h e c r i t e r i a in t h e L L P A m a t r i x s t a t e t h a t d i s c r e t e c h a r a c t e r i s t i c s o f l o a n t e r m s , o f b o r r o w e r s , o r o f 

p r o p e r t y t y p e s t r i g g e r f e e s . T h e r e a r e e i g h t f a c t o r s in h o w t h e L L P A c a l c u l a t e s i ts d e l i v e r y c o s t s : 

• C r e d i t S c o r e 

• P r o p e r t y T y p e ( s i n g l e - f a m i l y , m u l t i - f a m i l y , c o n d o m i n i u m , m a n u f a c t u r e d h o m e , c o - o p ) 

• o c c u p a n c y ( o w n e r o c c u p a n t , v a c a t i o n h o m e , o r i n v e s t o r - o w n e r ) . 

• S t r u c t u r e a n d P o s i t i o n o f L o a n 

• L o a n - t o - V a l u e 

• L o a n T e r m : ( 1 5 y e a r s , 2 0 y e a r s , 30 y e a r s , m o r e t h a n 30 y e a r s ) 

• L o a n T y p e ( A R M o r f i x e d ) 

• M S A : I n d e c l i n i n g a r e a s , a n a d d i t i o n a l 5 0 bas i s p o i n t f e e is a d d e d t o t h e d e l i v e r y c h a r g e . 

T h e f o l l o w i n g g r o u p s w i l l f i n d t h a t t h e y m u s t p a y m o r e f o r a m o r t g a g e , o r f i n d t h a t t h e y w i l l n o l o n g e r 

b e a b l e t o b u y a h o m e : 

• B o r r o w e r s w i t h c r e d i t s c o r e s b e l o w 7 0 0 . M o s t b o r r o w e r s w i t h s c o r e s b e l o w 6 8 0 t u r n t o F H A . 

• L o a n s m a d e f o r 1-4 u n i t m u l t i f a m i l y p r o p e r t i e s , m a n u f a c t u r e d h o m e s , c o n d o m i n i u m s , o r c o ¬ 

o p e r a t i v e l y l o a n r e a l e s t a t e ( m a i n l y l a n d t r u s t s ) . 

• L o a n s o r i g i n a t e d t h r o u g h m o r t g a g e b r o k e r s 

• L o a n s in a r e a s w h e r e h o m e v a l u e s a r e d e c l i n i n g 

• I n v e s t o r s 

D e l i v e r y f e e s g e n e r a l l y r a n g e b e t w e e n 2 5 a n d 2 0 0 b a s i s p o i n t s , a l t h o u g h t h e y c a n e a s i l y b e m u c h h i g h e r . 

L e n d e r s k n o w t h e e x p e c t a t i o n s f o r d e l i v e r y . I t s e e m s l i k e l y t h a t f e w l o a n s a r e a c t u a l l y d e n i e d in p r a c t i c e . 

L e n d e r s w i t h a n y s a v v y m o v e a p p l i c a t i o n s o v e r t o a g u a r a n t e e d - l o a n p r o g r a m . T h e p r o c e s s is n o t 

e n t i r e l y s e a m l e s s , o f c o u r s e , b e c a u s e n o t e v e r y l e n d e r p a r t i c i p a t e s in F H A . R e c e n t l y , H U D a u t h o r i z e d 

F H A t o c h a r g e a n n u a l p r e m i u m s o n t h e o u t s t a n d i n g l o a n b a l a n c e o f as m u c h as 1.55 p e r c e n t . 

W h e n l o a n s b e a r m u l t i p l e h i g h - r i s k f e a t u r e s , it is n o t u n u s u a l f o r t h e G S E s t o t u r n d o w n t h e l o a n . 
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L O A N - L E V E L P R I C I N G R E D U C E T H E A C C E S S T O C R E D I T 

In a l e n d i n g e n v i r o n m e n t w h e r e s o m u c h t u r n s 

o n t h e a b i l i t y t o m a k e a d o w n p a y m e n t , a s s e t s 

a r e e s s e n t i a l t o t h e o p p o r t u n i t y f o r h o m e 

o w n e r s h i p . T h e L L P A m a k e s a s s e t s t h e k e y t o 

g e t t i n g p a s t t h e b a r r i e r . I t is a h u r d l e t h a t 

c o m p l i c a t e s t h e s i m p l e c r i t i q u e t h a t b o r r o w e r s 

w i t h g o o d c r e d i t c a n g e t a h o m e . T h e t r u t h is 

m o r e n u a n c e d . G o o d c r e d i t is n o t e n o u g h . 

D e m a n d in t h e s e c o n d a r y m a r k e t c r e a t e s i ts 

o w n s u p p l y . L e n d e r s l e a r n t o m a k e l o a n s t h a t 

a r e f a v o r a b l e t o t h e a g e n c i e s , p a r t i c u l a r l y a t a 

m o m e n t w h e n t h e r e is s o l i t t l e i n t e r e s t in 

m o r t g a g e - b a c k e d s e c u r i t i e s o n t h e p a r t o f 

p r i v a t e i n v e s t o r s . In i m p l e m e n t i n g t h e L L P A , 

t h e a g e n c i e s h a v e t o l d l e n d e r s t h a t t h e y e x p e c t 

l o a n s w i t h l o w e r l o a n - t o - v a l u e r a t i o s . F o r t h e 

a v e r a g e - p r i c e d h o m e in t h e U n i t e d S t a t e s 

( a b o u t $ 2 0 0 , 0 0 0 ) , a b o r r o w e r w i l l n e e d t o b r i n g 

a t l e a s t $ 3 0 , 0 0 0 t o t h e c l o s i n g . A r e c e n t s t u d y 

b y t h e F e d e r a l R e s e r v e h i g h l i g h t s t h e c h a l l e n g e 

t o s u c h a r u l e . In 2 0 0 9 , t h e S u r v e y o f C o n s u m e r 

F i n a n c e s d e t e r m i n e d t h a t t h e m e d i a n f i n a n c i a l 

a s s e t h o l d i n g a m o n g U S h o u s e h o l d s w a s 

$ 2 9 , 6 0 0 ( B r i c k e r , 2 0 1 1 ) . F i n a n c i a l a s s e t s 

e x c l u d e i l l i qu id h o l d i n g s - v e h i c l e s , r e s i d e n t i a l 

p r o p e r t y , a n d b u s i n e s s e q u i t y . T h u s , in o r d e r t o 

b u y a n a v e r a g e - p r i c e d h o m e w i t h c u r r e n t 

d o w n - p a y m e n t s t a n d a r d s , t h e t y p i c a l A m e r i c a n 

f a m i l y m a y h a v e t o l i q u i d a t e all o f t h e i r s a v i n g s . 

L o w - w e a l t h b o r r o w e r s w i l l b e t h e o n e s m o s t 

i m p a c t e d b y t h e L L P A ' s p r i c i n g m a t r i x . In t h e 

s h o r t r u n , t h e G S E s n e w r u l e s m e a n t h a t m o r e 

m o r t g a g e l o a n s w i l l b e u n d e r w r i t t e n t h r o u g h 

g o v e r n m e n t - g u a r a n t e e d m o r t g a g e p r o g r a m s -

e f f e c t i v e l y l e a v i n g t a x p a y e r s j u s t as v u l n e r a b l e t o 

h o u s i n g m a r k e t i n s t a b i l i t y as t h e y w e r e p r i o r t o 

t h e n e w r u l e s . T h e o n l y c h a n g e is t h a t it m o v e s 

t h a t v u l n e r a b i l i t y f r o m t h e G S E s a n d t o t h e F H A 

a n d t h e V A . In t u r n , t h e L L P A w i l l p l a y a r o l e in 

u n d e r m i n i n g s o m e o f t h e m e t h o d s t h a t e x i s t i n g 

p u b l i c p o l i c y u t i l i z e s t o m i t i g a t e t h o s e 

s h o r t c o m i n g s . I n e s s e n c e , t h e L L P A s h o u l d 

p r o v o k e a r e - e x a m i n a t i o n o f i ts o w n f r a m e w o r k 

b u t a l s o o f t h e c a p a c i t y o f o t h e r r u l e s . T h e 

L L P A s h o u l d p r o v o k e p e o p l e t o q u e s t i o n h o w 

F a n n i e a n d F r e d d i e w i l l m e e t t h e " d u t y - t o -

s e r v e " o b l i g a t i o n . 

T h e f o l l o w i n g g r o u p s w i l l f i n d t h a t t h e y 

m u s t p a y m o r e f o r a m o r t g a g e , o r f i n d t h a t t h e y 

w i l l n o l o n g e r b e a b l e t o b u y a h o m e : 

• L o a n s m a d e f o r 1-4 u n i t m u l t i f a m i l y 

p r o p e r t i e s , i n v e s t o r p r o p e r t i e s , 

m a n u f a c t u r e d h o m e s , c o n d o m i n i u m s , o r 

c o - o p e r a t i v e l y l o a n r e a l e s t a t e ( m a i n l y 

l a n d t r u s t s ) . 

• L o a n s o r i g i n a t e d t h r o u g h m o r t g a g e 

b r o k e r s 

• B o r r o w e r s w i t h g o o d c r e d i t a n d 

a c c e p t a b l e i n c o m e , b u t l e s s w e a l t h 

T w o o f t h e s e c a t e g o r i e s a r e o n e s t h a t d r a w 

m o r e r e g u l a r l y f r o m m i n o r i t y b o r r o w e r s . 

M i n o r i t i e s a r e m o r e l i k e l y t o u s e a m o r t g a g e 

b r o k e r . A s w e l l , m i n o r i t i e s t e n d t o h a v e f e w e r 

a s s e t s . ( S h a p i r o T . , 2 0 0 6 ) 
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T H E L L P A RULES H A V E A D I S P R O P O R T I O N A T E I M P A C T U P O N 

M I N O R I T Y C O M M U N I T I E S 

M i n o r i t y b o r r o w e r s a r e d i s p r o p o r t i o n a t e l y a t r i s k f r o m a n y p o l i c y t h a t r e d u c e s a c c e s s t o c a p i t a l 

b a s e d u p o n d o w n - p a y m e n t . T h i s is a f u n c t i o n o f w e a l t h . A s s e t i n e q u a l i t y is f a r g r e a t e r t h a n a m o n g 

t h e c u r r e n t i n c o m e o f t h o s e h o u s e h o l d s . I t r e f l e c t s t h e m o m e n t u m o f w e a l t h b u i l t u p o v e r g e n e r a t i o n s . 

A r e c e n t P e w s u r v e y f o u n d t h a t t h e m e d i a n a s s e t h o l d i n g s o f m i n o r i t y h o u s e h o l d s w e r e a p p r o x i m a t e l y 

o n e - t e n t h o f t h o s e h e l d b y w h i t e h o u s e h o l d s . B o t h L a t i n o s a n d A f r i c a n - A m e r i c a n h o u s e h o l d s w e r e s o 

p o o r as t o h a v e l i t t l e p o s s i b i l i t y o f a f f o r d i n g a d o w n p a y m e n t . F o r b o t h g r o u p s , m e d i a n a s s e t h o l d i n g s 

w e r e l e s s t h a n $ 1 0 , 0 0 0 ( K o c h h a r R . , 2 0 0 4 ) . T h e p r o b l e m a f f e c t s h o m e o w n e r s h i p r a t e s . I t a l s o i m p a c t s 

m i n o r i t y b o r r o w e r s c a n a c c e s s r e f i n a n c e l o a n s . B o r r o w e r s w i t h o n l y $ 5 , 0 0 0 ( t h e t y p i c a l w e a l t h o f a n 

A f r i c a n - A m e r i c a n h o u s e h o l d ) h a v e l i t t l e c h a n c e o f a t t a i n i n g t h e e q u i t y f o r a r e f i n a n c e in t h i s m a r k e t . 

A s l o n g as t h e L L P A a s s i g n s s o m u c h r i s k t o 

h i g h L T V l o a n s , h o m e o w n e r s h i p w i l l b e c o m e 

v e r y d i f f i c u l t f o r m o s t m i n o r i t y h o u s e h o l d s . 

In t h e las t y e a r s - w h e n t h e L L P A h a s b e e n in 

p l a c e - a c c e s s t o c a p i t a l h a s d o v e t a i l e d a l o n g 

l i n e s o f r a c e . A n e w s t u d y f o u n d a s u b s t a n t i a l 

d i s p a r i t y in a c c e s s t o r e f i n a n c e l o a n s a c r o s s 

d i f f e r e n t n e i g h b o r h o o d s . T h e d i v i d e w a s 

d e p e n d e n t u p o n t h e r a c i a l a n d e t h n i c m a k e u p o f 

a c o m m u n i t y : 

" B e t w e e n 2 0 0 8 a n d 2 0 0 9 , t h e n u m b e r o f 

c o n v e n t i o n a l r e f i n a n c e l o a n s m a d e in 

p r e d o m i n a n t l y w h i t e n e i g h b o r h o o d s m o r e t h a n 

d o u b l e d in al l s e v e n c i t i e s e x a m i n e d . D u r i n g t h i s 

t i m e , h o w e v e r , c o n v e n t i o n a l r e f i n a n c e l e n d i n g 

d e c l i n e d s h a r p l y in c o m m u n i t i e s o f c o l o r in al l 

b u t o n e o f t h e s e v e n c i t i e s e x a m i n e d . 

C o n v e n t i o n a l r e f i n a n c e l o a n a p p l i c a t i o n 

o u t c o m e s f o l l o w e d a s i m i l a r p a t t e r n . I n 2 0 0 9 , 

l e n d e r s ' d e n i a l r a t e s in c o m m u n i t i e s o f c o l o r 

r a n g e d f r o m 2 9 p e r c e n t t o 6 0 p e r c e n t , 

c o m p a r e d t o 12 p e r c e n t t o 2 4 p e r c e n t in 

p r e d o m i n a n t l y w h i t e n e i g h b o r h o o d s . " ( H M D A 

W o r k i n g G r o u p , 2 0 1 1 ) 

T h e f i n d i n g s w e r e c l e a r in s h o w i n g t h a t m i n o r i t y 

c o m m u n i t i e s w e r e r a p i d l y l o s i n g o u t in t h e 

a b i l i t y t o g e t a m o r t g a g e l o a n . 

T h e i n e q u a l i t y in w e a l t h is f u r t h e r c o m p o u n d e d 

b y d i f f e r e n c e s in t h e t y p e s o f w e a l t h . P o o r 

h o u s e h o l d s t e n d t o h a v e " l u m p y " a s s e t h o l d i n g s . 

In m a n y c a s e s , t h e s c a n t w e a l t h t h a t t h e y d o 

h a v e is t i e d u p in i l l i qu id a s s e s s s u c h as h o m e 

e q u i t y , a c a r , o r a r e t i r e m e n t a c c o u n t . T h a t 

i n s i g h t is r e i n f o r c e d b y s i m i l a r f i n d i n g s m a d e in 

t h e 2 0 0 4 a n d 2 0 0 7 S u r v e y o f C o n s u m e r 

F i n a n c e s . 

If t h e n e w r e s u l t s f r o m t h e l a t e s t S C F w e r e 

a v a i l a b l e , it s e e m s l i k e l y t h a t t h e d i s p a r i t i e s 

w o u l d b e e v e n g r e a t e r . H o m e v a l u e s , w h i c h 

c o n s t i t u t e d t h e l a r g e s t s h a r e o f m i n o r i t y w e a l t h , 

h a v e d e c l i n e d . S t o c k p r i c e s , w h i c h a r e m u c h 

m o r e l i k e l y t o b e a n e l e m e n t o f t h e p o r t f o l i o 

h e l d b y a h o u s e h o l d o f w e a l t h , h a v e r e t u r n e d t o 

t h e i r p r e - 2 0 0 8 l e v e l s . 

T h e L L P A r e l i e s h e a v i l y u p o n c r e d i t s c o r i n g t o 

p r i c e l o a n s . T h i s c o n t r i b u t e s s i g n i f i c a n t l y t o 

d i s p a r a t e i m p a c t s u p o n m i n o r i t y b o r r o w e r s . 

T h e f o l l o w i n g c h a r t s h o w s a n a r r a y o f c r e d i t 

s c o r e s f o r A f r i c a n - A m e r i c a n s , L a t i n o s , a n d 

w h i t e b o r r o w e r s f r o m t h e N o r t h C a r o l i n a a n d 

V i r g i n i a s a m p l e . 

9 Comments on Proposed Rulemaking on Credit Risk Retention 



Chart A: Credit Score Distribution by Race and Ethnicity 

T h e l i n e s r e p r e s e n t t h e p e r c e n t a g e o f 

b o r r o w e r s in d i f f e r e n t r a c i a l o r e t h n i c g r o u p s 

t h a t h a v e a c r e d i t s c o r e b e l o w a n y p o i n t o n a 

c r e d i t s c o r e r a n g e o f 6 2 0 t o 8 5 0 . A l m o s t all 

b o r r o w e r s h a v e c r e d i t s c o r e s b e l o w 8 0 0 . A s 

t h e l i ne m o v e s f r o m le f t t o r i g h t , it d r o p s d o w n 

as t h e s h a r e o f b o r r o w e r s w i t h l o w c r e d i t 

s c o r e s d i m i n i s h . T h e l i n e s s h o w t h a t m o r e 

m i n o r i t y - b o r r o w e r s h a v e l o w e r c r e d i t s c o r e s . 

T h e c o n t r a s t in t h e s e n u m b e r s is s o m e w h a t 

m u t e d b y t h e f a c t t h a t t h i s r e p r e s e n t s a b i a s e d 

p o p u l a t i o n . T h e s e a r e all p e o p l e t h a t w e r e a b l e 

t o g e t a m o r t g a g e . T h e a c t u a l v a r i a t i o n is f a r 

g r e a t e r . A 2 0 0 7 r e p o r t b y t h e F e d e r a l R e s e r v e 

d o c u m e n t e d t h e s i g n i f i c a n t d i s p a r i t i e s in c r e d i t 

b e t w e e n d i f f e r e n t r a c i a l g r o u p s . T h e s t u d y 

a d j u s t e d c r e d i t s c o r e s t o a s c a l e f r o m 0 t o 100 

( 0 w o u l d b e F I C O 3 5 0 a n d 100 w o u l d b e F I C O 

8 5 0 ) . T h e r e s u l t s s u g g e s t t h a t c r e d i t s c o r i n g c a n 

h a v e a s u b s t a n t i a l l y m o r e r e s t r i c t i v e i m p a c t t o 

m o r t g a g e a c c e s s f o r m i n o r i t y g r o u p s t h a n f o r 

w h i t e b o r r o w e r s . A f r i c a n - A m e r i c a n s h a d a 

m e d i a n s c o r e o f 2 6 . 4 , L a t i n o s h a d a m e d i a n 

a d j u s t e d s c o r e o f 38 .2 , n o n - H i s p a n i c w h i t e s h a d 

a m e d i a n a d j u s t e d s c o r e o f 54 .0 , a n d A s i a n s h a d 

a m e d i a n a d j u s t e d s c o r e o f 54 .8 . I t a l s o s u g g e s t s 

t h a t t h e r e c o u l d b e s o m e d i s p a r i t i e s a c r o s s 

n e i g h b o r h o o d s . I n l o w - i n c o m e c e n s u s t r a c t s , 

t h e m e d i a n a d j u s t e d s c o r e w a s 32 ( F e d e r a l 

R e s e r v e B o a r d , 2 0 0 7 ) . 

T H E L L P A PUSHES M O R E 

L O A N S T O F H A 

A: n o t h e r i m p a c t o f t h e L L P A r u l e s is t o s h i f t 

r i s k a w a y f r o m G S E - p u r c h a s e d l o a n s a n d 

t o l o a n s g u a r a n t e e d b y g o v e r n m e n t e n t i t i e s 

s u c h as V A o r F H A . 

F H A g u a r a n t e e d 4 p e r c e n t o f n e w m o r t g a g e s in 

2 0 0 6 ( F r a n k , 2 0 1 1 ) . I n 2 0 1 0 , 21 p e r c e n t o f 

b o r r o w e r s u s e d a n F H A l o a n a n d a n o t h e r 9 

p e r c e n t u s e d a V A l o a n . I n s o m e c i t i e s , F H A 

g u a r a n t e e s as m a n y as 4 0 p e r c e n t o f n e w l o a n s . 

T h e i n c r e a s e d p r e s e n c e in F H A is s u d d e n a n d 

d r a m a t i c . In a l l , F H A g u a r a n t e e d 6.8 m i l l i o n 

m o r t g a g e s w i t h a v a l u e o f $ 6 8 5 b i l l i o n t h e 3 r d 

q u a r t e r o f 2 0 1 0 ( F r a n k , 2 0 1 1 ) . 

T h e d i v i d e is d r i v e n b y t w o f a c t o r s : c r e d i t s c o r e 

a n d l o a n - t o - v a l u e ( L T V ) r a t i o s . B o r r o w e r s w i t h 

t h e b e s t c r e d i t a n d t h e h i g h e s t d o w n p a y m e n t 

i n e v i t a b l y c h o o s e a c o n v e n t i o n a l l o a n . 

B o r r o w e r s w i t h b a d c r e d i t a n d l i t t l e f o r a d o w n 

p a y m e n t a r e m u c h m o r e l i k e l y t o u s e a n F H A 

l o a n . T h e f o r c e o f L T V is p r o b a b l y g r e a t e r . 
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T a x p a y e r s w i l l s h o u l d e r t h e d o w n s i d e r i s k o n 

t h e s e l o a n s , r e g a r d l e s s o f t h e i r d e s t i n a t i o n . 

H o w e v e r , t o t h e e x t e n t t h a t t h e l o a n s e n d u p in 

F H A , t h e y a r e s u b j e c t t o a g r e a t e r d e g r e e o f 

r i s k . T h e h i g h L T V l o a n s t h a t e n d u p g u a r a n t e e d 

t h r o u g h F H A o r V A a r e m o r e v u l n e r a b l e t o 

d e c l i n i n g h o u s i n g p r i c e s . A b o r r o w e r t h a t p u t s 

3.5 p e r c e n t d o w n c a n e a s i l y b e c o m e 

u n d e r w a t e r . B y c o n t r a s t , a b o r r o w e r t h a t 

m a k e s a 30 p e r c e n t d o w n p a y m e n t is m u c h less 

l i k e l y t o e n d u p u n d e r w a t e r . T h e i n t e n t o f t h e 

n e w p r e m i u m r e f l e c t s c o n c e r n a b o u t F H A ' s 

c a p i t a l r a t i o s . B y l a w , F H A m u s t h o l d a r e s e r v e 

e q u a l t o 2 p e r c e n t o f i ts p o t e n t i a l o b l i g a t i o n s . 

A t t h e e n d o f S e p t e m b e r 2 0 1 0 , r e s e r v e s w e r e 

0 .53 p e r c e n t ( K h a l f a n i - C o x , 2 0 1 0 ) . T h e n e w 

p r e m i u m s s h o u l d h e l p t o m a k e u p t h a t s h o r t f a l l . 

C o n s i d e r t h e c a n d i d r e p o r t s m a d e b y m o r t g a g e 

i n s u r a n c e c o m p a n i e s t o t h e i r i n v e s t o r s . 

M o r t g a g e i n s u r a n c e c o m p a n i e s e x i s t 

d o w n s t r e a m f r o m t h e d e c i s i o n - m a k i n g o f t h e 

G S E s . T h e i r w o r d s a n d t h e i r a c t i o n s s u g g e s t 

t h a t t w o f a c t o r s a r e in p l a y : m a n y c o n s u m e r s 

t h a t m i g h t o n c e h a v e u s e d P M I f o r a 

c o n v e n t i o n a l l o a n a r e i n s t e a d b e i n g p u s h e d t o 

F H A b y t h e L L P A m a t r i x , a n d t h e y a r e o p t i n g t o 

r e - p r i c e t o g o a f t e r t h e s a f e s t b o r r o w e r s . H e r e 

is a q u o t e f r o m a 201 1 1 0 - K b y a l a r g e 

m o r t g a g e i n s u r a n c e c o m p a n y : 

" A s a r e s u l t , l e n d e r s a n d b o r r o w e r s 

m a y c o n t i n u e t o f i n d it m o r e 

a d v a n t a g e o u s t o p u r s u e a l o a n w i t h 

F H A m o r t g a g e i n s u r a n c e , r a t h e r t h a n 

p a y h i g h e r c o s t s in o r d e r t o se l l t h e 

l o a n t o o n e o f t h e G S E s ( a l t h o u g h o t h e r 

f a c t o r s m a y i n f l u e n c e t h e l e n d e r ' s l o a n 

sa le d e c i s i o n ) . A n y f u t u r e i n c r e a s e s t o 

t h e G S E s ' L L P A s w i l l n e g a t i v e l y i m p a c t 

d e m a n d f o r p r i v a t e m o r t g a g e i n s u r a n c e . 

O n M a r c h 1, 2 0 1 1 , F r e d d i e M a c 

a n n o u n c e d t h a t , f o r m o r t g a g e s c l o s i n g 

o n o r a f t e r J u n e 1, 2 0 1 1 , it w i l l c e a s e 

p u r c h a s i n g m o r t g a g e s w i t h L T V s 

e x c e e d i n g 9 5 % . F r e d d i e M a c ' s L T V 

l i m i t a t i o n m a y h a v e t h e e f f e c t o f 

r e d u c i n g t h e s i z e o f t h e p r i v a t e 

m o r t g a g e i n s u r a n c e m a r k e t a n d c o u l d 

n e g a t i v e l y i m p a c t o u r a b i l i t y t o c o m p e t e 

w i t h F H A a n d o u r a b i l i t y t o i n c r e a s e 

o u r n e w i n s u r a n c e w r i t i n g s . " ( P M I 

G r o u p , 2 0 1 1 ) 

T h e p r o b l e m w i t h F H A is n o t j u s t o n e o f 

t a x p a y e r b u r d e n . T h e r e a r e i s s u e s t h a t a f f e c t 

i n d i v i d u a l b o r r o w e r s a n d t h e i r s u r r o u n d i n g 

c o m m u n i t i e s . H i g h e r p r i n c i p a l b a l a n c e s c r e a t e 

h i g h e r d e b t - t o - i n c o m e r a t i o s . T h i s m a y i n c r e a s e 

t h e p o s s i b i l i t y t h a t b o r r o w e r s w i l l b e f o r e c l o s e d 

u p o n . F o r c o m m u n i t i e s w i t h m a n y F H A l o a n s , 

t h e v u l n e r a b i l i t y o f i n d i v i d u a l b o r r o w e r s c a n 

g r o w i n t o a t i d a l w a v e t h a t d r a m a t i c a l l y l o w e r s 

l o c a l p r o p e r t y v a l u e s . 

T h e t r e n d m a y r e v e r s e c o u r s e . N e w l e g i s l a t i o n , 

p a s s e d in J u n e 2 0 1 0 , a l l o w s t h e F e d e r a l H o u s i n g 

A d m i n i s t r a t i o n t o i n c r e a s e i ts p r e m i u m s o n n e w 

F H A l o a n s . F H A is p e r m i t t e d t o c h a r g e a n 

a n n u a l i z e d p r e m i u m o f as m u c h a s l . 5 p e r c e n t . 

P r i o r t o t h a t , t h e m a x i m u m w a s m e r e l y 0 .55 

p e r c e n t . F H A s a y s t h a t t h e n e w r u l e s m e a n a n 

i n c r e a s e o f $ 4 2 a m o n t h in m o r t g a g e p a y m e n t s 

t o t h e a v e r a g e b o r r o w e r . 
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M O R E L O A N S G O T O F H A 

M; o r t g a g e i n s u r a n c e h a s l e v e l e d t h e a b i l i t y o f 

l o w e r w e a l t h h o u s e h o l d s t o b u y a h o m e . 

I t is a p o w e r f u l f o r c e f o r i n c r e a s i n g h o m e 

o w n e r s h i p . 

P r i v a t e m o r t g a g e i n s u r a n c e c o m p a n i e s se l l 

c r e d i t e n h a n c e m e n t f o r l o a n s w i t h l o a n - t o - v a l u e 

r a t i o s t h a t a r e g r e a t e r t h a n 8 0 . T h e i n s u r a n c e 

c a n b e p a c k a g e in t w o w a y s : e i t h e r t h r o u g h a 

s i n g l e - p r e m i u m o r p a i d in m o n t h l y i n s t a l l m e n t s 

o v e r t h e c o u r s e o f t h e l o a n . P r i v a t e m o r t g a g e 

i n s u r a n c e c o m p a n i e s c o m p e t e w i t h F H A f o r 

b u s i n e s s , a l t h o u g h t h e y b o t h s e r v e t h e s a m e 

f u n c t i o n in t h e m a r k e t p l a c e . T h e y i n c r e a s e t h e 

n u m b e r o f h o u s e h o l d s t h a t a r e a b l e t o g e t 

m o r t g a g e s . 

R e v e n u e s a r e d o w n b e c a u s e t h e i r p r i m a r y 

c u s t o m e r s ( G S E s a n d p r i v a t e M B S i n v e s t o r s ) 

a r e w i t h d r a w i n g f r o m t h e h i g h e r L T V m o r t g a g e 

m a r k e t . T a b l e 7 ( s e e a p p e n d i x ) c o m p a r e s 

m o r t g a g e g u a r a n t e e s m a d e b y t h e e i g h t 

m o r t g a g e i n s u r a n c e f i r m s in 2 0 0 7 a n d in 2 0 0 9 . 

T h e r e a r e a f e w p o i n t s w o r t h n o t i c i n g a b o u t 

t h e s u d d e n c h a n g e s in t h e i n d u s t r y : 

• T h e v o l u m e o f g u a r a n t e e s d r o p p e d f o u r f o l d , 

f r o m m o r e t h a n l .5 m i l l i o n t o j u s t a b i t 

o v e r 3 8 6 , 0 0 0 . 

• T h e o n l y f i r m t o i n c r e a s e i ts b u s i n e s s w a s 

C M G . C M G s e r v e s c r e d i t u n i o n s . I t is ha l f -

o w n e d b y P M I g r o u p . C r e d i t u n i o n s h a v e 

b e n e f i t e d f r o m o n g o i n g r e l a t i o n s h i p s w i t h a 

c o n s u m e r b a s e t h a t h a s g o o d c r e d i t . 

• T h e s h a r e o f l o a n s i n s u r e d f o r h o m e s in 

l o w - a n d - m o d e r a t e i n c o m e n e i g h b o r h o o d s 

d r o p p e d a l m o s t s i x - f o l d , f r o m m o r e t h a n 

6 7 5 , 0 0 0 t o j u s t b e l o w l l 5 , 0 0 0 . T h e d r o p ¬ 

o f f w a s e v e n s t e e p e r in l o w a n d v e r y l o w -

i n c o m e n e i g h b o r h o o d s - a p p r o x i m a t e l y 

t e n f o l d . 

• T h e s h a r e o f l o a n s i n s u r e d o n b e h a l f o f l o w -

a n d - m o d e r a t e i n c o m e b o r r o w e r s s h r u n k as 

w e l l , a n d t o a n e x t e n t t h a t o u t p a c e d 

d e c l i n e s a c r o s s t h e b o a r d . 

Table B: Change in Volume of PMI contracts, by 

borrower income 

T h e t a b l e b e l o w s h o w s t h e c h a n g e in t h e 

n u m b e r o f c o n v e n t i o n a l l o a n s g u a r a n t e e d b y 

p r i v a t e m o r t g a g e i n s u r a n c e . T h e y a r e s o r t e d b y 

t h e i n c o m e l e v e l o f t h e b o r r o w e r . 

B o r r o w e r I n c o m e 0 7 t o 0 8 0 8 t o 0 9 

L o w - 4 9 % - 6 8 . 4 % 

M o d e r a t e - 4 1 % - 6 2 . 3 % 

M i d d l e - 3 3 % - 5 7 . 3 % 

U p p e r - 2 3 % - 5 4 . 4 % 

T o t a l - 3 9 % - 6 0 . 5 % 

T h e r e a r e t w o i m p o r t a n t c o n c l u s i o n s t o b e 

d r a w n f r o m t h i s t a b l e . F r o m t h e i n c e p t i o n o f 

t h e L L P A , l o w - i n c o m e c o n s u m e r s h a v e s e e n 

t h e i r a b i l i t y t o g e t c r e d i t e n h a n c e m e n t s f o r 

t h e i r l o a n s d r o p m o r e t h a n a n y o t h e r s e g m e n t 

o f t h e p o p u l a t i o n . T h i s t a b l e s h o w s y e a r - o v e r -

y e a r c h a n g e . T h e c o m b i n e d d i f f e r e n c e ( ' 0 7 t o 

' 0 9 ) is 8 4 p e r c e n t . S e c o n d l y , t h e r a t e a t w h i c h 

t h e y a r e w i t h d r a w i n g f r o m c o n v e n t i o n a l P M I fe l l 

b y 8 7 p e r c e n t a n d b y 8 3 p e r c e n t t o m o d e r a t e -

i n c o m e h o u s e h o l d s . 
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T h i s p a p e r r e p e a t e d l y p r e s s e s t h e c o n n e c t i o n b e t w e e n G S E p r i c i n g c h a n g e s a n d h o m e o w n e r s h i p . T h e 

s t o r y o f t h e v o l u m e o f c o n v e n t i o n a l P M I - g u a r a n t e e d l o a n s o n l y s e r v e s t o r e i n f o r c e t h a t c o n c e r n . T h e 

d r a m a t i c fal l o f f t h a t h a s t a k e n p l a c e a c r o s s al l t y p e s o f m o r t g a g e l o a n s is e v e n s t e e p e r w h e n i s o l a t i n g f o r 

h o m e p u r c h a s e l o a n s . 

T h e r e is n o w a y t o a v o i d p l a c i n g a t l e a s t s o m e o f t h e b l a m e f o r t h i s u p o n t h e G S E s . T h e G S E s a r e n o w 

b u y i n g m o r e t h a n 6 0 p e r c e n t o f all c o n v e n t i o n a l l o a n s . T h e y h a v e c r e a t e d a p o l i c y t h a t r a i s e s c o s t s a n d 

e v e n e x c l u d e s l o a n s t o l o w e r - w e a l t h h o u s e h o l d s . 

P o l i c y m a k e r s s h o u l d a l s o c o n c e d e t h a t t h e r e is a n o t h e r d i m e n s i o n t o m o r t g a g e i n s u r a n c e - r a c e . 

W e a l t h d i v i d e s A m e r i c a . W h i l e p r o g r e s s in a c c e s s t o e d u c a t i o n h a s d o n e m u c h t o l e v e l g a p s b e t w e e n 

w h i t e s a n d m i n o r i t i e s a l o n g l i n e s o f i n c o m e , w e a l t h is f a r d i f f e r e n t . R e c e n t P e w s t u d i e s in 2 0 0 4 a n d 2 0 0 7 , 

w h i c h r e f e r e n c e d t h e F e d e r a l R e s e r v e ' s t r i e n n i a l S u r v e y o f C o n s u m e r F i n a n c e s , d o c u m e n t e d t h e g a p . 

W h i t e w e a l t h is t e n t i m e s g r e a t e r t h a n A f r i c a n - A m e r i c a n w e a l t h . 

L L P A FEES C O M P O U N D T H E I M P A C T O F RISKED-BASED 

P R I C I N G U P O N A C C E S S T O C A P I T A L 

To d a y , b e c a u s e o f p o l i c i e s b y t h e G S E s a n d b e c a u s e o f p o l i c i e s b y s o m e m o r t g a g e i n s u r a n c e 

c o m p a n i e s t h a t a r e b e i n g t a k e n in r e s p o n s e t o t h o s e c h a n g e s , l o w - i n c o m e c o n s u m e r s a r e b e i n g 

a b a n d o n e d b y P M I f o r u p p e r - i n c o m e h o u s e h o l d s . 

P r i c i n g is a t t h e r o o t o f t h e s e d e v e l o p m e n t s . 

S o m e p r i v a t e m o r t g a g e i n s u r a n c e f i r m s ( " P M I s " ) 

h a v e r e s p o n d e d t o t h e n e w G S E L L P A r u l e w i t h 

a n e w a p p r o a c h t h a t u t i l i z e s r i s k - b a s e d p r i c i n g 

t o a f a r g r e a t e r e x t e n t . T h e i r r e s p o n s e 

c o n t r i b u t e s t o a n e w s e g m e n t a t i o n in h o w r i s k 

is a l l o c a t e d . 

• L o w - r i s k b o r r o w e r s ( c r e d i t a b o v e 7 5 0 o r 

l o w e r L T V s ) s e e k o u t t h e l o w e r p r e m i u m s 

a v a i l a b l e o n c o n v e n t i o n a l l o a n s i n s u r e d b y 

r i s k - b a s e d p r i c i n g P M I s . 

• T h e r i s k p o s e d b y m e d i u m - r i s k b o r r o w e r s 

( c r e d i t b e t w e e n 6 8 0 a n d 7 5 0 o r L T V s f r o m 

8 5 t o 9 5 ) is p u t o n t h e P M I c o m p a n i e s t h a t 

u s e c r o s s - s u b s i d i z a t i o n . 

• T h e r i s k p o s e d b y t h e r i s k i e s t b o r r o w e r s 

( c r e d i t b e l o w 6 8 0 o r L T V s g r e a t e r t h a n 9 5 ) 

is s h o u l d e r e d b y t h e t a x p a y e r t h r o u g h t h e 

T h i s s e g m e n t a t i o n t u r n s o u t t o b e v e r y 

p r o b l e m a t i c . 

C h a r t s T h r e e a n d F o u r ( i n t h e a p p e n d i x ) s h o w 

t h e p r i c i n g s y s t e m s o f F H A , a R B P f i r m , a n d o n e 

t h a t u s e s c r o s s - s u b s i d i z a t i o n . 

R B P is u s e d t o a c e r t a i n e x t e n t b y al l P M I 

c o m p a n i e s , b u t s o m e d i f f e r e n t i a t e in b o r r o w e r 

q u a l i t y m o r e t h a n o t h e r s d o . 

C o n s i d e r t h e f o l l o w i n g e x c e r p t s f r o m r e c e n t 

l 0 - k ' s . T h e s e d o c u m e n t s c o m e f r o m a v a r i e t y 

o f m o r t g a g e i n s u r a n c e c o m p a n i e s . T h e y m a k e 

c l e a r t h e s t r a t e g i c s h i f t in h o w m o r t g a g e 

i n s u r a n c e is g o i n g t o b e p r i c e d . T h o s e n e w 

p r i c i n g p l a n s r e f l e c t t h e n e w c o m p e t i t i o n f o r 

u p p e r c r e d i t q u a l i t y c o n s u m e r s . T h e n e w 

b a s e l i n e m e a n s t h a t b o r r o w e r s t h a t w o u l d h a v e 

g o t t e n a l o a n a n y w a y a r e n o w a b l e t o d o s o a t 

l e s s e x p e n s e . 
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• " l o w e r r a t e s f o r b o r r o w e r s w i t h c r e d i t 

s c o r e s o f 7 2 0 o r g r e a t e r , h i g h e r r a t e s f o r 

b o r r o w e r s w i t h c r e d i t s c o r e s b e t w e e n 6 2 0 

a n d 6 7 9 , a n d n o c h a n g e in r a t e s f o r 

b o r r o w e r s w i t h c r e d i t s c o r e s b e t w e e n 6 8 0 

a n d 7 1 9 . . . w e i n t e n d t h a t t h e s e p r i c e 

c h a n g e s w i l l p o s i t i o n u s t o b e p r i c e 

c o m p e t i t i v e w i t h t h e F H A f o r l o a n s t o 

b o r r o w e r s w i t h c r e d i t s c o r e s o f 7 2 0 a n d 

a b o v e . " ( M G I C , 2 0 1 1 ) 

• " A s a r e s u l t o f t h e s e c h a n g e s , t h e c r e d i t 

p r o f i l e o f o u r m o r t g a g e i n s u r a n c e p o r t f o l i o 

h a s i m p r o v e d . F o r 2 0 1 0 a n d 2 0 0 9 , a l m o s t al l 

o f o u r n e w b u s i n e s s p r o d u c t i o n w a s 

c a t e g o r i z e d as p r i m e b u s i n e s s . I n a d d i t i o n , 

F a i r I saac a n d C o m p a n y ( " F I C O " ) s c o r e s f o r 

t h e b o r r o w e r s o f t h e s e i n s u r e d m o r t g a g e s 

h a v e i n c r e a s e d , w h i l e t h e l o a n - t o - v a l u e 

( " L T V " ) o n t h e s e m o r t g a g e l o a n s h a s 

d e c r e a s e d , m e a n i n g t h a t b o r r o w e r s 

g e n e r a l l y a r e m a k i n g l a r g e r d o w n p a y m e n t s 

in c o n n e c t i o n w i t h t h e m o r e r e c e n t 

m o r t g a g e l o a n s t h a t w e a r e i n s u r i n g . " 

( R a d i a n , 2 0 1 1 ) 

B o r r o w e r s t h a t w o u l d h a v e c o n t r i b u t e d m o r e 

t o t h e c a p i t a l p o o l s o f P M I c o m p a n i e s a r e 

u n a b l e t o g e t m o r t g a g e i n s u r a n c e . S o m e a r e 

u n a b l e t o g e t a m o r t g a g e , a n d o t h e r s g o t o 

F H A . I n e f f e c t , p r i v a t e P M I c a p i t a l is t u r n e d 

a w a y a n d m o r e m o r t g a g e r i s k is m o v e d t o 

t a x p a y e r s . 

L o c a t i o n is a l s o a f a c t o r . E n t i r e m e t r o p o l i t a n a r e a s n o w p a y m o r e t o g e t m o r t g a g e i n s u r a n c e . C o n s i d e r 

t h i s b u s i n e s s m o d e l p u b l i s h e d b y o n e o f t h e n a t i o n ' s f a s t e s t g r o w i n g m o r t g a g e i n s u r a n c e c o m p a n i e s : 

Table B: Minimum FICOILTV standards 

L o a n T y p e 
( c o n v e n t i o n a l ) 

L e v e l 1 L e v e l 2 L e v e l 3 L o a n T y p e 
( c o n v e n t i o n a l ) Minimum F I C O / M A X C L T V 

(s) 
Min imum F I C O / M A X C L T V 

(s) 
Min imum F I C O / M A X C L T V 

(s) 
Home Purchase 720/97 680/95 700/95 680/85 720/95 700/85 
Refinance 680/95 700/95 680/85 720/95 700/85 

A d d i t i o n a l p r o p e r t y t y p e f a c t o r s 
Condo 680/95 720/95 700/90 740/90 720/85 
Co-Op 680/90 700/90 740/90 720/85 

Jumbo SFR 
($417+) 

720/90 720/85 N o 

*These numbers are more conservative in MSAs identified as "declining." 

T h e s e a r e v e r y c o n s e r v a t i v e l i m i t s f o r a 

c o m p a n y t h a t is in t h e b u s i n e s s o f m a n a g i n g r i s k . 

T h i s c o m p a n y is e s s e n t i a l l y w a l k i n g a w a y f r o m 

r i s k . W e a r e t a l k i n g a b o u t a c o m p a n y a n d a 

p r i c i n g m e t h o d o l o g y in a n i n d u s t r y t h a t h a s 

t r a d i t i o n a l l y s e r v e d t h e u n d e r s e r v e d . N o m o r e . 

M o s t m a r k e t s a r e c o n s i d e r e d " L e v e l 1," w h i c h 

is u s e d t o c h a r a c t e r i z e t h e m o s t s t a b l e h o u s i n g 

m a r k e t s . L e v e l 2 a n d L e v e l 3 r e p r e s e n t s 

p r o g r e s s i v e l y l o w e r h o u s i n g m a r k e t q u a l i t y . 

M o s t o f t h e l e v e l 3 's a r e in C a l i f o r n i a , A r i z o n a , 

F l o r i d a , a n d N e v a d a . In N o r t h C a r o l i n a , al l 

m a r k e t s a r e L e v e l 1 e x c e p t f o r A s h e v i l l e , a n d 

W i l m i n g t o n M S A s , al l o f w h i c h a r e L e v e l 2 . In 

V i r g i n i a , R i c h m o n d a n d N o r f o l k a r e L e v e l 2 . 

T h i s m i r r o r s t h e L L P A ' s A d v e r s e M a r k e t s 

D e l i v e r y C h a r g e . 

I t is a c l a s s i c e x a m p l e o f t h e s i t u a t i o n t h a t 

e c o n o m i s t s d e s c r i b e as a " p r i s o n e r ' s d i l e m m a " : 

al l p a r t i e s h a v e s o m e i n c e n t i v e t o w o r k 

t o g e t h e r , b u t w h e n o n e i n d i v i d u a l ( o r in t h i s 

c a s e , a P M I c o r p o r a t i o n ) a c t s in h i s o w n se l f -
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i n t e r e s t t h a n t h e c o o p e r a t i v e i n d i v i d u a l s a r e 

h a r m e d . In t h i s c a s e , t h e R B P f i r m s u n d e r m i n e 

t h e s o l v e n c y o f t h e e n t i r e m a r k e t . T h e r e a r e 

o n l y a b o u t 8 m a j o r p r i v a t e m o r t g a g e i n s u r a n c e 

c o m p a n i e s st i l l a c t i v e l y i n s u r i n g l o a n s in t h e 

U n i t e d S t a t e s . 

C r o s s - s u b s i d i z e d f i r m s c a n n o t a c h i e v e m a r g i n s 

t h a t a r e h e a l t h y e n o u g h t o s u s t a i n t h e i r c o s t s . 

S i n c e l o w e r c r e d i t s c o r e b o r r o w e r s p a y m o r e , 

t h e C - S P M I f i r m s u s e t h e i r a d d i t i o n a l p r e m i u m s 

t o i n c r e a s e t h e i r o v e r a l l m a r g i n . T h a t b u s i n e s s 

n o w g o e s t o F H A . B y c o n t r a s t , t h e r i s k - b a s e d 

p r i c i n g f i r m s c a n g e n e r a t e a h i g h A l p h a b y o n l y 

c o n t r a c t i n g w i t h h i g h c r e d i t s c o r e b o r r o w e r s . 

Table C: Volume of mortgage insurance contracts, Virginia and North Carolina, 2007 to 2009 

V i r g i n i a 

P u r p o s e 2007 2008 2009 Change 

H o m e P u r c h a s e 28,686 24,1 17 9,211 -67.9% 
R e f i n a n c e 14,963 12,293 6,725 -55.1% 

N o r t h C a r o l i n a 
P u r p o s e 2007 2008 2009 Change 

H o m e P u r c h a s e 50,593 34,393 10,961 -78.3% 
R e f i n a n c e 17,528 16,622 1 1,056 -36.9% 

T h e r e a r e m a n y f a c t o r s t h a t m a k e c o m p a r i s o n s in l o a n v o l u m e d i f f i cu l t . W h e r e a s 2 0 0 7 m a r k e d t h e las t 

g o - g o y e a r , t h e b u b b l e b u r s t in t h e fal l o f 2 0 0 8 . I n t h e a f t e r m a t h , t h e r e w e r e f e w e r m o r t g a g e l o a n 

o r i g i n a t i o n s . T h a t w o u l d n a t u r a l l y i m p l y t h a t t h e r e w o u l d b e f e w e r c u s t o m e r s f o r p r i v a t e m o r t g a g e 

i n s u r a n c e p o l i c i e s as w e l l . 

In North Carolina, the same challenges are 

apparent. T h e o n l y d i f f e r e n c e is in t h e l e v e l o f 

c o n t r a s t in t h e c h a n g e in v o l u m e o f h o m e 

p u r c h a s e l o a n s c o m p a r e d t o r e f i n a n c e l o a n s . 

T h e f o l l o w i n g t a b l e s h o w s t h e u t i l i z a t i o n o f 

p r i v a t e m o r t g a g e i n s u r a n c e c o n t r a c t s f r o m 2 0 0 7 

t o 2 0 0 9 in V i r g i n i a a n d in N o r t h C a r o l i n a . 
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P M I DIVIDES A C C E S S T O C R E D I T A L O N G LINES O F R A C E 

T 
I I P A 

" h e n e w r i s k e d - b a s e d p r i c i n g s y s t e m s 

c o n f l a t e t h e p r o b l e m a t i c i m p a c t s in t h e 

L L P A w i t h r e g a r d t o h o w m i n o r i t i e s a c c e s s 

c a p i t a l . 

Table 4: Price increases in mortgage loan 

guarantees paid by borrowers by race or ethnicity 

8 5 L T V 

B l a c k H i s p a n i c W h i t e A l l 

4 2 % 3 0 % 3 0 % 3 3 % 

9 5 L T V 

B l a c k H i s p a n i c W h i t e A l l 

4 7 % 3 9 % 3 4 % 3 6 % 

T h e t a b l e o n t h e l e f t s h o w s t h e p e r c e n t a g e o f 

b o r r o w e r s , s o r t e d b y r a c e o r e t h n i c i t y , w h i c h 

w i l l p a y m o r e u n d e r a r i s k - b a s e d p r i c i n g s y s t e m . 

T h e t a b l e i n c l u d e s b o r r o w e r s w i t h l o a n s a t 8 5 

L T V a n d 95 L T V . 

T h i s s y s t e m i n c r e a s e s c o s t s f o r b o r r o w e r s f r o m 

all d e m o g r a p h i c s . H o w e v e r , i ts i n c r e a s e s a r e 

b o r n e m o r e f r e q u e n t l y b y m i n o r i t y b o r r o w e r s . 

T h e n e x t c h a r t s h o w s w h e r e p r i c e s d i f f e r 

b e t w e e n a c r o s s - s u b s i d i z e d a p p r o a c h t o P M I 

p r i c i n g a n d o n e t h a t is d e s i g n e d a r o u n d r i s k -

b a s e d p r i c i n g . T h e r e d l i ne t r a c k s t h e r e c e n t 

c h a n g e s in h o w c r e d i t s c o r e is p r i c e d f o r a 

c r o s s - s u b s i d i z e d f i r m . T h e p o r t i o n o f t h e 

p r e m i u m d r i v e n b y c r e d i t s c o r e s a t t h e C - S f i r m 

r a n g e s f r o m a b o u t 35 t o 4 0 bas i s p o i n t s a t 8 5 

L T V . A t t h e R B P f i r m , t h e p r i c e g o e s f r o m 

u n d e r 3 0 bas i s p o i n t s t o as h i g h as 7 5 . 

Chart B: Payment changes on mortgage insurance, paid by borrowers in risk-based pricing schedules. Sorted by 

credit score at 85 LTV 

A t 95 L T V , t h e p r i c i n g d i f f e r e n c e is e v e n g r e a t e r . T h e C - S f i r m c h a r g e s b e t w e e n 9 0 a n d 1 10 bas i s p o i n t s . 

T h e R B P f i r m c h a r g e s b e t w e e n 65 a n d 160 bas i s p o i n t s . 
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Chart C: Payment changes on mortgage insurance, paid by borrowers in risk-based pricing schedules. Sorted by 

credit score at 95 LTV 

T h e r o l e o f p r i v a t e m o r t g a g e i n s u r a n c e is 

i n e x t r i c a b l y l i n k e d t o t h e r o l e o f F H A . P M I 

r e v e n u e s s h r i n k w h e n t h e G S E s l o w e r t h e i r 

m a x i m u m L T V , as F r e d d i e M a c d i d in M a r c h 

2011 w h e n it l o w e r e d i ts m a x i m u m L T V t o 9 5 . 

T h i s e f f e c t i v e l y m o v e d a l a r g e s h a r e o f 

m o r t g a g e s in t h e 95 t o 9 7 L T V s p a c e f r o m t h e 

G S E s t o F H A . T h o s e m o r t g a g e s w o u l d h a v e 

u s e d P M I . N o w t h e y a r e g u a r a n t e e d b y F H A . 

S i m i l a r l y , as L L P A p r i c e s g o u p , m o r e b u s i n e s s 

g o e s t o F H A . W h e n F H A i n c r e a s e s i ts 

p r e m i u m s , as it h a s b e e n d o i n g f o r t h e las t y e a r , 

t h e o p p o s i t e is t r u e : m o r e l o a n s a r e m o v e d 

b a c k t o c o n v e n t i o n a l p r o g r a m s . 

A c c o r d i n g t o P M I G r o u p , " p r i v a t e m o r t g a g e 

i n s u r e r s ' a b i l i t y t o c o m p e t e w i t h F H A h a s b e e n 

n e g a t i v e l y i m p a c t e d o n c e r t a i n l o a n s b y t h e 

G S E s ' r i s k - b a s e d p r i c i n g s t r u c t u r e s . . . A s a 

r e s u l t , l e n d e r s a n d b o r r o w e r s m a y c o n t i n u e t o 

f i n d it m o r e a d v a n t a g e o u s t o p u r s u e a l o a n w i t h 

F H A m o r t g a g e i n s u r a n c e , r a t h e r t h a n p a y h i g h e r 

c o s t s in o r d e r t o se l l t h e l o a n t o o n e o f t h e 

G S E s ( a l t h o u g h o t h e r f a c t o r s m a y i n f l u e n c e t h e 

l e n d e r ' s l o a n sa le d e c i s i o n ) . A n y f u t u r e 

i n c r e a s e s t o t h e G S E s ' L L P A s w i l l n e g a t i v e l y 

i m p a c t d e m a n d f o r p r i v a t e m o r t g a g e i n s u r a n c e . . 

( P M I G r o u p , 2 0 1 1 ) " 

T h e r e a r e m a n y e x a m p l e s o f h o w t h e s e t w o 

p r i c i n g m e c h a n i s m s w o r k in o t h e r a r e a s o f 

i n s u r a n c e a n d t h e y p o i n t t o h o w t h i s c o u l d b e 

d o n e m o r e e f f i c i e n t l y . H e a l t h i n s u r a n c e 

p r o v i d e s a n e x a m p l e o f r i s k e d - b a s e d p r i c i n g . I n 

o u r h e a l t h i n s u r a n c e s y s t e m , l o w - r i s k 

c o n s u m e r s a r e s e r v e d b y p r i v a t e f i r m s b u t h i g h -

r i s k c o n s u m e r s g e t m e d i c a l c o v e r a g e t h r o u g h 

t a x p a y e r - s u p p o r t e d f u n d i n g . H e a l t h i n s u r a n c e 

c o m p a n i e s h a v e r e f u s e d p a t i e n t s w i t h h i g h e r 

r i s k p r o f i l e s , s u c h as t h o s e w i t h p r e - e x i s t i n g 

c o n d i t i o n s o r w i t h l o w e r c r e d i t s c o r e s . T h e 

p o p u l a t i o n b ias m e a n s t h a t t h e s y s t e m l o s e s 

r e v e n u e . 

A u t o i n s u r a n c e u s e s c r o s s - s u b s i d i z e d p r i c i n g . In 

m a n y s t a t e s , l i c e n s e d f i r m s m u s t t a k e s o m e 

c u s t o m e r s f r o m a s s i g n e d - r i s k p o o l s . A l l d r i v e r s 

s h a r e in t h e r i s k b r o u g h t t o t h e r o a d s b y o u r 

h i g h - r i s k p o p u l a t i o n s ( t e e n a g e b o y s ) . 

S o m e i n d u s t r i e s u s e b o t h m o d e l s . P r o p e r t y 

i n s u r a n c e is a n e x a m p l e . In N o r t h C a r o l i n a , 

h o m e o w n e r s f r o m a c r o s s t h e s t a t e s h o u l d e r a 
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p o r t i o n o f t h e p r e m i u m c o s t t h a t is n e e d e d t o 

a d d r e s s t h e r i s k f o r h o m e o w n e r s o n o u r 

e a s t e r n c o a s t . N o r t h C a r o l i n a p o l i c y h o l d e r s 

b u y t h e i r i n s u r a n c e f r o m p r i v a t e i n s u r a n c e 

c o m p a n i e s . T h o s e p r i v a t e f i r m s t h e n se l l t h e i r 

r i s k t o r e - i n s u r a n c e c o m p a n i e s . In F l o r i d a , t h e 

o p p o s i t e s y s t e m is in e f f e c t . T h e s t a t e o f F l o r i d a 

o p e r a t e s i ts o w n p r o p e r t y i n s u r a n c e f i r m -

C i t i z e n s ' I n s u r a n c e . B o t h s t a t e s h a v e s u b s t a n t i a l 

r i s k f r o m h u r r i c a n e s , b u t o n e f o r c e s t h e s t a t e 

t o b e a r t h e r i s k w h i l e t h e o t h e r u s e s a c r o s s -

s u b s i d i z a t i o n a p p r o a c h . 

T H E L L P A T H W A R T S I N V E S T M E N T I N R E N T A L PROPERTIES 

T h e r u l e s i n c r e a s e b o r r o w i n g c o s t s f o r l o a n s 

m a d e t o i n v e s t o r s , e v e n w h e n t h o s e l o a n s 

a r e m a d e w i t h a s i g n i f i c a n t d o w n p a y m e n t a n d 

b y a b o r r o w e r w i t h a g o o d c r e d i t s c o r e . 

T h e l o g i c o f i m p o s i n g a d d i t i o n a l d e l i v e r y c h a r g e s 

f o r l o a n s t o r e a l e s t a t e i n v e s t o r s c o n t r a d i c t s 

c o m m o n s e n s e . If p o l i c y m a k e r s d e c i d e t o p u s h 

m o r e l o w - w e a l t h b o r r o w e r s o u t o f 

h o m e o w n e r s h i p , t h e n w h y m a k e it h a r d e r f o r 

c a p i t a l t o g o f o r t h e f i n a n c i n g o f r e n t a l 

p r o p e r t i e s ? P e o p l e n e e d h o u s i n g , a n d h o m e s 

n e e d b u y e r s . I n m a n y c o m m u n i t i e s , as m a n y as 

o n e - t h i r d o f h o m e s a l e s a r e m a d e t h r o u g h a n 

a l l - c a s h t r a n s a c t i o n . W h i l e s o m e b u y e r s c a n 

p r o b a b l y b e n e f i t f r o m o w n i n g a h o m e f r e e a n d 

c l e a r , f e w i n v e s t o r s w i l l s a c r i f i c e r e t u r n s o n 

t h e i r e q u i t y . 

N a t i o n a l p o l i c y m a k e r s k n o w t h a t a n e e d e x i s t s . 

I n v e s t m e n t in s m a l l e r r e n t a l p r o p e r t i e s 

d w i n d l e d a f t e r 2 0 0 6 ( J o i n t C e n t e r f o r H o u s i n g 

S t u d i e s , 2 0 1 1 ) . 

W e k n o w t h a t r e n t a l h o u s i n g is g o i n g t o p l a y a n 

i n c r e a s i n g l y i m p o r t a n t r o l e in p r o v i d i n g 

a f f o r d a b l e h o u s i n g . " W i t h ha l f o f all r e n t e r s 

s p e n d i n g m o r e t h a n a t h i r d o f t h e i r i n c o m e o n 

h o u s i n g , " s a i d H U D S e c r e t a r y S e a n D o n o v a n , " 

- a n d a q u a r t e r s p e n d i n g m o r e t h a n ha l f t h e i r 

i n c o m e - t h i s A d m i n i s t r a t i o n b e l i e v e s t h a t as a 

p a r t o f a b a l a n c e d h o u s i n g p o l i c y t h e r e s h o u l d 

b e a r a n g e o f a f f o r d a b l e o p t i o n s f o r t h e m i l l i o n s 

o f A m e r i c a n s t h a t r e n t . ( D o n o v a n , 2 0 1 1 ) " 

" E v e n as w e e m e r g e f r o m t h i s c r i s i s , " s a i d S h e i l a 

B a i r , " i t is w o r t h a s k i n g w h e t h e r f e d e r a l p o l i c y 

is d e v o t i n g s u f f i c i e n t e m p h a s i s t o t h e e x p a n s i o n 

o f q u a l i t y , a f f o r d a b l e r e n t a l h o u s i n g . " ( B a i r , 

2 0 1 0 ) 

H a v i n g a s y s t e m t h a t a l l o c a t e d c a p i t a l t o 

i n v e s t o r s w a s i m p o r t a n t p r i o r t o t h e e c o n o m i c 

d o w n t u r n . G o i n g f o r w a r d , t h i s w i l l b e t h e c a s e 

e v e n m o r e . T h e n u m b e r o f r e n t i n g h o u s e h o l d s 

s u r g e d b y 8 0 0 , 0 0 0 in 2 0 1 0 ( J o i n t C e n t e r f o r 

H o u s i n g S t u d i e s , 2 0 1 0 ) . T h o s e n e w r e n t e r s a r e 

c o m p e t i n g f o r h o m e s in a m a r k e t p l a c e t h a t h a s 

n o t b e e n p r o d u c i n g n e w s t o c k . T h e n u m b e r o f 

n e w m u l t i - f a m i l y r e n t a l h o u s i n g u n i t s t a r t s 

d r o p p e d f r o m 2 8 4 , 0 0 0 in 2 0 0 8 t o j u s t 109 ,000 

in 2 0 0 9 . A f f o r d a b l e u n i t s s l o w e d as f e w e r 

c o r p o r a t i o n s s o u g h t t o b u y t h e l o w - i n c o m e 

h o u s i n g t a x c r e d i t s t h a t f u e l m a n y n e w 

a f f o r d a b l e h o u s i n g d e v e l o p m e n t s . T h e fu l l e f f e c t 

o f t h e s u d d e n d r o p in n e w r e n t a l p r o d u c t i o n 

m a y n o t b e f e l t f o r s o m e t i m e . I t m a y t a k e s o m e 

t i m e b e f o r e n e w r e n t e r s s a t u r a t e e x i s t i n g 

s u p p l y . W h e n t h e e c o n o m y c o m e s b a c k , m o r e 

h o u s e h o l d s w i l l f o r m . I m m i g r a n t s w i l l r e t u r n , 

s e e k i n g o p p o r t u n i t i e s t o w o r k a g a i n . A t t h a t 

p o i n t in t i m e , p e o p l e w i l l n e e d r e n t a l h o u s i n g 

b u t t h e s t o c k w i l l b e i n a d e q u a t e a n d o l d . 

A s t h e L L P A d r i v e s d o w n t h e a v a i l a b i l i t y o f 

h o m e p u r c h a s e s b y i n v e s t o r s , it c o m p l e m e n t s 

a n o n g o i n g d r o p in n e w r e n t a l h o u s i n g 

p r o d u c t i o n . M o r e o v e r , t h e a l t e r n a t i v e p r o s p e c t 
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- m a k i n g a n F H A l o a n - is n o t a v i a b l e 

a l t e r n a t i v e . W i t h t h e e x c e p t i o n o f l o a n s a l r e a d y 

g u a r a n t e e d b y F H A , o r f o r 2 0 3 ( k ) l o a n s , F H A is 

p r i m a r i l y o r i e n t e d t o w a r d s o w n e r - o c c u p i e d 

h o u s i n g . 

T h e r e is a g e n u i n e n e e d . M a r k e t s m u s t a l l o c a t e 

c a p i t a l t o r e n t a l h o u s i n g p r o d u c t i o n , a n d in t h e 

n e a r f u t u r e . M a n y h o u s e h o l d s l o s t m u c h o f t h e i r 

s a v i n g s d u r i n g t h e r e c e n t r e c e s s i o n . 

H o m e o w n e r s h a v e l o s t e q u i t y . I n s o m e s t a t e s , 

e s t i m a t e s s u g g e s t t h a t as m a n y as ha l f o f all 

b o r r o w e r s a r e u n d e r w a t e r . W h e n p e o p l e l o s e 

t h e i r j o b s , as m a n y h a v e , t h e n t h e y u s e t h e i r 

e x i s t i n g n e s t e g g s t o g e t b y . T h e r e s u l t is t h a t 

f e w e r h o u s e h o l d s h a v e e n o u g h m o n e y t o p u t 

d o w n e n o u g h m o n e y , p a r t i c u l a r l y f o r a 

c o n v e n t i o n a l l o a n . 

T h e s e c h a n g e s m e a n t h a t m o r e p e o p l e a r e 

g o i n g t o h a v e t o r e n t . U n f o r t u n a t e l y , t h e L L P A 

a l s o u n d e r m i n e s t h e a b i l i t y o f i n v e s t o r s t o b u y 

r e n t a l p r o p e r t i e s . T h e F e d e r a l R e s e r v e B a n k o f 

P h i l a d e l p h i a n o t e s t h a t r e c e n t u n d e r i n v e s t m e n t 

in s m a l l r e n t a l u n i t s ( s i n g l e - f a m i l y h o m e s , 

d u p l e x e s ) h a v e c r e a t e d b o t h a l a c k o f q u a n t i t y 

a n d w i d e s p r e a d n e e d f o r r e p a i r s . A c c o r d i n g t o 

t h e F e d , m o r e t h a n ha l f o f s m a l l u n i t r e n t a l 

p r o p e r t i e s a r e m o r e t h a n t h i r t y y e a r s o l d a n d 

m a n y a r e l o c a t e d in d i s t r e s s e d a r e a s ( L a m b e r t , 

2 0 1 0 ) . T h i s c o n t e x t s u g g e s t s t h a t m a n y r e n t a l 

u n i t s w i l l s u f f e r d o u b l e d i f f i c u l t y : i n v e s t o r -

o w n e d l o a n s t r i g g e r a s p e c i a l L L P A d e l i v e r y f e e , 

as d o p r o p e r t i e s in M S A s w h e r e v a l u e s a r e 

d e c l i n i n g . T h e F e d r e c e n t l y s u g g e s t e d t h a t 

p o l i c y m a k e r s s h o u l d w o r k t o h e l p w e l l -

i n t e n t i o n e d i n v e s t o r s a c q u i r e p r o p e r t y , 

p a r t i c u l a r l y in a r e a s w i t h h i g h r a t e s o f 

f o r e c l o s u r e ( B l a c k , 2 0 1 0 ) . 

I t t a k e s t i m e f o r n e w r e n t a l h o u s i n g t o c o m e o n 

t o t h e m a r k e t . N e w d e m a n d f o r r e n t a l h o u s i n g 

w i l l n o t b e m e t w i t h n e w s u p p l y f o r s o m e t i m e . 

D e m a n d is u n l i k e l y t o d i s s i p a t e . I t t a k e s s e v e n 

y e a r s t o c l e a r a f o r e c l o s u r e f r o m a c r e d i t 

r e p o r t . I t m a y t a k e l o n g e r t h a n t h a t t o b u i l d u p 

e n o u g h s a v i n g s t o m a k e a d o w n p a y m e n t . T h e 

m a r k e t p l a c e s h o u l d r e s p o n d t o t h e p e n t - u p 

d e m a n d , b u t t h e L L P A w i l l c e r t a i n l y t h w a r t a n y 

e n e r g y in t h a t d i r e c t i o n . 

B o r r o w e r s w i t h l o w e r c r e d i t s c o r e s a r e u n a b l e 

t o g e t F H A l o a n s f o r e i t h e r i n v e s t o r p r o p e r t i e s 

o r f o r s e c o n d h o m e s . F H A is t h e p r e f e r r e d 

o p t i o n f o r b o r r o w e r s w i t h c r e d i t s c o r e s b e l o w 

6 8 0 in t h e o w n e r - o c c u p i e d c a t e g o r y . A m o n g al l 

o w n e r s h i p c a t e g o r i e s , 6 , 5 7 7 h o m e s w e r e 

o r i g i n a t e d t h r o u g h g o v e r n m e n t - b a c k e d l o a n s . 

O n l y s e v e n o f t h o s e w e r e n o t f o r o w n e r -

o c c u p i e d p r o p e r t i e s . I t is t h e s a m e s t o r y w i t h 

h i g h l o a n - t o - v a l u e l o a n s : o n l y 3 7 o f m o r e t h a n 

16,000 g o v e r n m e n t l o a n s w e n t t o i n v e s t o r s o r 

t o s e c o n d h o m e o w n e r s . 

T H E L L P A IN N O R T H C A R O L I N A A N D V I R G I N I A 

A: n a n a l y s i s o f t h e l o a n s in t h a t d a t a s e t 

s e e m s t o a f f i r m t h e r o l e t h a t t h e s e r i s k -

b a s e d P M I s t a n d a r d s w o u l d p l a y in t h e c h o i c e o f 

m o r t g a g e l o a n p r o d u c t s . G o v e r n m e n t l o a n s 

w e r e v e r y l i k e l y t o d e m o n s t r a t e t h e c r e d i t 

s c o r e / l o a n - t o - v a l u e p r o f i l e t h a t w o u l d b e 

e x c l u d e d f r o m c o v e r a g e o n t h e p a r t o f 

R e p u b l i c . T h e t a b l e b e l o w m a k e s t h a t p o i n t . 

O n l y 18.1 a n d 30 .0 p e r c e n t o f h o m e p u r c h a s e 

a n d r e f i n a n c e l o a n s o r i g i n a t e d in N o r t h 

C a r o l i n a a n d V i r g i n i a , r e s p e c t i v e l y , w o u l d h a v e 

m e t t h e L e v e l 1 r e q u i r e m e n t s f o r R e p u b l i c . T h e 

r e s t d e e m e d t o h a v e a c r e d i t p r o f i l e t h a t w a s 

n o t a d e q u a t e f o r i n s u r a n c e , w o u l d h a v e t o s e e k 

o u t a P M I f i r m t h a t u t i l i z e d a less s t e e p c r o s s -

s u b s i d i z a t i o n m o d e l . 
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C o n v e n t i o n a l b o r r o w e r s w i l l f i n d t h a t t h e i r 

a p p l i c a t i o n s a r e l o o k e d w i t h s k e p t i c i s m as w e l l . 

O n l y a b o u t 4 in 5 l o a n s w o u l d m a k e t h e c u t f o r 

R e p u b l i c in a L e v e l 1 m a r k e t . B o r r o w e r s w i t h 

c r e d i t b e l o w 6 8 0 a r e n o t s e r v e d a t a l l . I n N o r t h 

C a r o l i n a t h e a v e r a g e c r e d i t s c o r e is 6 8 2 . 

R e p u b l i c M o r t g a g e is c h o o s i n g t o d e n y c r e d i t 

e n h a n c e m e n t o n c o n v e n t i o n a l l o a n s t o a v e r y 

s i z a b l e p o r t i o n o f N o r t h C a r o l i n a . 

W h i l e l o a n t y p e d o e s i m p o s e h i g h e r c o s t s u p o n 

A R M s , t h i s is n o w a v e r y m i n o r s e c t o r in t h e 

l e n d i n g m a r k e t . In t h e s a m p l e s e t o f l o a n s m a d e 

in V i r g i n i a a n d N o r t h C a r o l i n a , o n l y 8 .4 p e r c e n t 

o f all o r i g i n a t e d m o r t g a g e s h a d a n a d j u s t a b l e -

r a t e m o r t g a g e . A n e c d o t a l l y s p e a k i n g , t h o s e 

l o a n s a r e f a i r l y d i f f e r e n t t h a n t h e o n e s t h a t w e r e 

m a d e p r i o r t o t h e b u s t . A 1 0 - y e a r A R M , w h i c h 

is a m o n g t h e m o r e p o p u l a r o f f e r i n g s , is f a r 

m o r e s t a b l e t h a n a " 2 - 2 8 " o r a " 3 - 2 7 . " T h i s is 

a n o t h e r i n s t a n c e w h e n L L P A f e e s m a n a g e t o 

s e g r e g a t e c o s t s u p o n r i s k in a w a y t h a t d o e s 

l i t t l e t o h a r m t h e m o r t g a g e m a r k e t . 

T h e r e a r e m a n y l o w - d o w n p a y m e n t h o m e 

p u r c h a s e l o a n s , b u t m o s t g o t o F H A . T h e r e is a 

w i d e s p r e a d n e e d a m o n g h o m e b u y e r s f o r v e r y 

l o w - d o w n p a y m e n t h o m e p u r c h a s e l o a n s . O f 

t h e 15,799 h o m e p u r c h a s e l o a n s in t h e 

d a t a b a s e , 38 .5 p e r c e n t w e r e m a d e w i t h a d o w n 

p a y m e n t o f t h r e e p e r c e n t o r l e s s . T h e l o w 

d o w n - p a y m e n t l o a n is m u c h m o r e l i k e l y t o b e 

f o r a h o m e p u r c h a s e . J u s t 11.3 p e r c e n t a n d 2.3 

p e r c e n t , r e s p e c t i v e l y , o f t h e o t h e r p r o d u c t 

c a t e g o r i e s w e r e o r i g i n a t e d a t s u c h l o w d o w n 

p a y m e n t l e v e l s . 

T h e G o v e r n m e n t l o a n s a r e m u c h m o r e l i k e l y t o 

h a v e n o t m e t t h e c r i t e r i a f o r d e l i v e r y . S e v e n t y -

s e v e n p e r c e n t o f h o m e p u r c h a s e a n d 4 8 

p e r c e n t o f r e f i n a n c e l o a n s t h a t w e r e 

u n d e r w r i t t e n t h r o u g h g o v e r n m e n t - g u a r a n t e e d 

p r o g r a m s d i d n o t m e e t t h e c r i t e r i a f o r d e l i v e r y 

t o t h e G S E s . T h i s is n o t s u r p r i s i n g a n d it is a t 

t h e r o o t o f t h e i d e a t h a t t h e L L P A c r e a t e s a b ias 

in t h e q u a l i t y o f l o a n s . 

C O N C L U S I O N : L L P A PRESENTS C H A L L E N G E S T O H O M E 

BUYERS A N D C O N T R A D I C T S E X I S T I N G L E G A L F R A M E W O R K 

F O R M O R T G A G E L E N D I N G 

S: 
„ i — . 

t e p p i n g b a c k , t h e i m p a c t o f n e w , m o r e 

r e s t r i c t i v e l o a n - t o - v a l u e r e q u i r e m e n t s 

s h o u l d i n t e r f e r e w i t h t h e G S E ' s l o n g s t a n d i n g 

d u t y - t o - s e r v e t h e h o u s i n g n e e d s f o r all 

A m e r i c a n h o u s e h o l d s . 

T h e L L P A m a k e s it h a r d e r f o r t h e G S E s t o 

r e a l i s t i c a l l y fu l f i l l t h e i r o b l i g a t i o n s t o f u r t h e r t h e 

a v a i l a b i l i t y o f a f f o r d a b l e h o u s i n g . T h e F e d e r a l 

H o u s i n g E n t e r p r i s e s R e g u l a t o r y R e f o r m A c t o f 

1992 is c l e a r : 

"The purpose of these goals is to 

facilitate the development in both 

Fannie Mae and Freddie Mac of 

an ongoing business effort that will 

be fully integrated in their 

products, cultures and day-to-day 

operations to service the mortgage 

finance needs of low- and 

moderate-income persons, racial 

minorities and inner-city 

residents." The Enterprises, the 

report noted, "can play an 

important role in ensuring that 
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mortgage credit is increasingly 

available to those individuals and 

for those purposes which for too 

long have been ignored by the 

secondary market." 

L a t e r , t h e S a f e t y a n d S o u n d n e s s A c t p r o v i d e d 

s p e c i f i c s t o t h e h o u s i n g g o a l s f o r t h e G S E s : t o 

s e r v e l o w - a n d - m o d e r a t e i n c o m e c o n s u m e r s , t o 

s e r v e u n d e r s e r v e d a r e a s , a n d t o m e e t s p e c i a l 

" a f f o r d a b l e g o a l s . " 

M o r e o v e r , a l t h o u g h t h e G S E s h a v e n o 

o b l i g a t i o n u n d e r t h e C o m m u n i t y R e i n v e s t m e n t 

A c t , t h e i m p a c t s o f t h e s e r u l e s w i l l u n d e r m i n e 

t h e a b i l i t y o f l o a n o r i g i n a t o r s t o m e e t t h e 

a f f i r m a t i v e o b l i g a t i o n t o m a k e m o r t g a g e c a p i t a l 

a v a i l a b l e in l o w - i n c o m e n e i g h b o r h o o d s a n d t o 

l o w - i n c o m e b o r r o w e r s . T h e L L P A ' s p r e f e r e n c e 

f o r l o w l o a n - t o - v a l u e l o a n s n a r r o w s t h e p o o l o f 

h o m e o w n e r s t h a t c a n a f f o r d a d o w n p a y m e n t . 

C e r t a i n l y , F H A g u a r a n t e e d m o r t g a g e d e b t w i l l 

e a s e t h a t h u r d l e . H o w e v e r , s h o u l d C R A 

b e c o m e a t y p e o f l o a n l a r g e l y l i m i t e d t o o n e 

l o a n t y p e ? G i v e n t h a t F H A l o a n s d o i m p o s e h i g h 

a n n u a l m o r t g a g e i n s u r a n c e p r e m i u m s ; t h i s is a 

s i g n i f i c a n t p o i n t o f c o n c e r n . 

T h e L L P A r u l e s a r e a n i n f l e x i b l e a p p r o a c h t o 

r e s o l v i n g t h e i s s u e o f G S E s o l v e n c y . T h e m a r k e t 

is a n e x c e l l e n t m e a n s f o r g a u g i n g r i s k . L e n d e r s 

h a v e d e c i d e d t o r e q u i r e h i g h e r d o w n p a y m e n t s . 

In h i s a n n u a l l e t t e r t o s h a r e h o l d e r s , J P M o r g a n 

C h a s e C E O J a m i e D i m o n d i s c u s s e s h o w h is 

b a n k is o n e a m o n g m a n y t h a t n o w i m p o s e s a n 

e x p l i c i t e x p e c t a t i o n o n n e w m o r t g a g e l o a n s t o 

h a v e m o r e " s e n s i b l e " l o a n - t o - v a l u e r a t i o s . H e 

w r i t e s t h a t " t h e m a r k e t p l a c e , i n v e s t o r s , b a n k s , 

r e g u l a t o r s a n d r a t i n g a g e n c i e s a l r e a d y h a v e 

s i g n i f i c a n t l y u p g r a d e d t h e s t a n d a r d s b y w h i c h 

m a n y p r o d u c t s a n d i n s t i t u t i o n s o p e r a t e . F o r 

e x a m p l e : A l l n e w m o r t g a g e s a r e b e i n g w r i t t e n 

t o c o m p l y w i t h s t a n d a r d s t h a t e x i s t e d m a n y 

y e a r s a g o , b e f o r e t h e w o r s t o f t h e p a s t d e c a d e ' s 

e x c e s s e s . T h e s e m o r t g a g e s i n c l u d e s e n s i b l e 

f e a t u r e s s u c h as l o a n - t o - v a l u e r a t i o s m o s t l y 

b e l o w 8 0 % , t r u e i n c o m e v e r i f i c a t i o n a n d m o r e 

c o n s e r v a t i v e h o m e - v a l u e a p p r a i s a l s . " ( D i m o n , 

2 0 1 1 ) 

T h e b r o a d p i c t u r e is o n e o f m u l t i p l e i n s t i t u t i o n s 

- t h e G S E s , C o n g r e s s , t h e F e d e r a l R e s e r v e , a n d 

t h e F D I C - a p p l y i n g t h e i r b e s t i n t e n t i o n s t o 

s o l v e a c o m m o n p r o b l e m . Y e t t h e i r i n d i v i d u a l 

e f f o r t s a r e c o m p r o m i s e d b y t h e c o m p l e m e n t a r y 

w o r k o f t h e i r p e e r s , w i t h t h e r e s u l t t h a t 

u n f o r t u n a t e c o n s e q u e n c e s a r e b r e w i n g . In t h e 

e n d , it a p p e a r s t h a t t h e s o l v e n c y o f t h e G S E s 

w i l l b e e n h a n c e d , b u t t h e c o n c e r n r e m a i n s t h a t 

t h e w o r k d o n e t o a c h i e v e t h a t w i l l u n d e r m i n e 

h o m e o w n e r s h i p . 

A n u n f o r t u n a t e c o n s e q u e n c e is t h a t t h e G S E s 

a r e n o t s h i e l d i n g t a x p a y e r s f r o m r i s k , b u t o n l y 

m o v i n g t h a t r i s k f r o m t h e G S E s o v e r t o F H A . 

O u r u n d e r l y i n g c o n c e r n is t h e i m p a c t t h a t 

L o a n - L e v e l P r i c i n g A d j u s t m e n t s p o s e f o r 

h i s t o r i c a l l y u n d e r s e r v e d b o r r o w e r s . 

U n f o r t u n a t e l y , t h e e m p i r i c a l e v i d e n c e s h o w s 

t h a t t h e L L P A is h u r t i n g b o r r o w e r s a n d 

c o m m u n i t i e s . T h e p o l i c y c r e a t e s h i g h h u r d l e s 

f o r m i n o r i t y a n d l o w - w e a l t h h o u s e h o l d s . T h e 

n e e d t o c o m e u p w i t h a d o w n p a y m e n t o f 2 0 o r 

2 5 p e r c e n t p u t s h o m e o w n e r s h i p o u t o f r e a c h 

f o r m a n y o f t h e s e i n d i v i d u a l s . 

G i v e n t h e i r m a r k e t s h a r e , t h e G S E s a r e a b l e t o 

c o n t r o l t h e f l o w o f m o r t g a g e l o a n s r i g h t n o w . 

T h e i r d e c i s i o n a p p e a r s t o b e t h a t it s h o u l d b e 

h a r d t o g e t a l o a n . T h i s p a p e r h a s d e m o n s t r a t e d 

t h e c h a l l e n g e s f a c i n g b o r r o w e r s in N o r t h 

C a r o l i n a a n d V i r g i n i a a n d it h a s v i e w e d t h e n e w 

m o r t g a g e m a r k e t t h r o u g h t h e l e n s o f p r i v a t e 

m o r t g a g e i n s u r a n c e c o m p a n i e s . T h e y al l t e l l t h e 

s a m e s t o r y - t h e L L P A is m o v i n g 

h o m e o w n e r s h i p b e y o n d t h e r e a c h o f m a n y 

h o u s e h o l d s in A m e r i c a . 
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P O L I C Y PRESCRIPTIONS 

Use the GSEs to monitor risk-based pricing: 

M o r t g a g e i n s u r e r g e t m u c h o f t h e i r b u s i n e s s 

c o n t i n g e n t u p o n q u a l i f y i n g as a n a p p r o v e d 

p a r t n e r o f F r e d d i e M a c a n d F a n n i e M a e . T h e 

u s e o f r i s k - b a s e d p r i c i n g u n d e r m i n e s t h e 

c a p i t a l i z a t i o n o f m o r t g a g e i n s u r a n c e c o m p a n i e s . 

I t m o v e s l o w - r i s k b u s i n e s s a n d i ts l o w e r 

p r e m i u m p r i c i n g t o M I b u t t h e h i g h e r - p r e m i u m 

h i g h e r r i s k b u s i n e s s is c a p t u r e d b y F H A . N e w 

p r i o r i t i e s a t H U D , T r e a s u r y , a n d t h e W h i t e 

H o u s e s a y t h a t t h e g o v e r n m e n t s h o u l d w i n d 

d o w n i ts l e v e l o f p a r t i c i p a t i o n in m o r t g a g e 

g u a r a n t e e s . T h i s is a n o p p o r t u n i t y t o w i n d 

d o w n t h a t l e v e l o f i n v o l v e m e n t w h i l e a l s o 

c r e a t i n g a " c a r r o t " t o i n s u r e g r e a t e r a c c e s s t o 

m o r t g a g e s f o r l o w - w e a l t h h o u s e h o l d s . 

Use repurchase agreements to protect GSEs from 

exposure to risk. R e p u r c h a s e a g r e e m e n t s st i l l g i v e 

b a n k s t h e l i q u i d i t y t o m a k e l o a n s m o r e a v a i l a b l e 

t o b o r r o w e r s . L T V r e q u i r e m e n t s c r e a t e a l i ne 

in t h e s a n d . W e a l t h y h o u s e h o l d s a r e t r e a t e d 

d i f f e r e n t l y t h a n l o w - i n c o m e h o u s e h o l d s . 

Allow mortgage insurance to factor in the 

calculation of risk-retention in the Qualified 

Residential Mortgage rules. A c o m m o n a l t e r n a t i v e 

p o s e d in m a n y c o m m e n t s o n t h e Q R M h a s b e e n 

t o c o u p l e a l o w e r d o w n p a y m e n t w i t h a c r e d i t 

e n h a n c e m e n t . O n e d e f i n i t i o n m i g h t b e a 10 

p e r c e n t d o w n p a y m e n t a l o n g w i t h p r i v a t e 

m o r t g a g e i n s u r a n c e . T h i s h a s t h e e f f e c t o f 

l o w e r i n g t h e b a r t o h o m e o w n e r s h i p f o r l o w e r -

w e a l t h h o u s e h o l d s , w h i l e st i l l m i t i g a t i n g a g a i n s t 

s y s t e m i c r i s k . 

Rescind the adverse markets delivery charge in 

markets where housing prices have ceased to drop. 

I n m o r e t h a n ha l f o f t h e m e t r o s i n c l u d e d in t h e 

C a s e - S h i l l e r I n d e x , h o m e p r i c e s h a v e s t a b i l i z e d . 

In m a n y , p r i c e s h a v e i n c r e a s e d s i n c e M a r c h 

2 0 0 9 . O u r s u g g e s t i o n is n o t f o r t h e G S E s t o 

e l i m i n a t e t h e c h a r g e , b u t i n s t e a d t o r e v i e w t h e 

u s e o f t h e A D M C o n a m a r k e t - b y - m a r k e t bas i s . 

Reconsider plans by Freddie Mac to cease 

purchasing loans with LTVs greater than 95. T h i s 

is a n o t h e r s t e p t h a t p u s h e s m o r e l o a n s t o F H A . 

In N o r t h C a r o l i n a a n d V i r g i n i a , 2 2 . 3 p e r c e n t o f 

l o a n s m a d e in v i n t a g e 2 0 1 0 h a d a n L T V o f 

g r e a t e r t h a n 95 . I n m a j o r i t y - m i n o r i t y c e n s u s 

t r a c t s 9 5 - p l u s L T V l o a n s a c c o u n t e d f o r 2 8 

p e r c e n t o f m o r t g a g e o r i g i n a t i o n s . 
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About the data used for this research 

h e f i r s t s o u r c e o f d a t a f o r t h i s p a p e r c o m e s 

f r o m a s e t o f a p p r o x i m a t e l y 5 0 , 0 0 0 

m o r t g a g e l o a n s in 2 0 1 0 in V i r g i n i a a n d N o r t h 

C a r o l i n a . T h e y a r e c o l l e c t e d f r o m a b o u t t w e n t y 

d i f f e r e n c e l o a n s e r v i c i n g e n t i t i e s . T h i s m e a n s 

t h a t n o t e v e r y l o a n m a d e d u r i n g 2 0 1 0 is in o u r 

a n a l y s i s . F o r t h e m o s t p a r t , t h e r e is g o o d 

c o v e r a g e in p r i m e l o a n s b u t s l i g h t l y l e s s in 

s u b p r i m e . A l l o f t h e l o a n s a r e f o r s i n g l e - f a m i l y 

r e s i d e n t i a l h o m e s . T h e y i n c l u d e h o m e p u r c h a s e 

l o a n s , r a t e - t e r m r e f i n a n c e s , a n d c a s h - o u t 

r e f i n a n c e l o a n s . T h e r e a r e l o a n s m a d e b o t h t o 

o w n e r - o c c u p a n t s as w e l l as i n v e s t o r s a n d t o 

b u y e r s o f s e c o n d h o m e s . 

In t u r n , t h a t d a t a is c o m p l e m e n t e d b y a 

d a t a b a s e o f V i r g i n i a a n d N o r t h C a r o l i n a l o a n s 

i n s u r e d b y p r i v a t e m o r t g a g e i n s u r e d . T h e 

i n f o r m a t i o n is c o l l e c t e d f r o m P M I f i r m s a n d 

t h e n r e l e a s e d in a l o a n - l e v e l f o r m a t b y t h e 

F e d e r a l F i n a n c i a l I n s t i t u t i o n s E x a m i n a t i o n s 

C o u n c i l ( t h e " F F I E C " ) . I n o r d e r t o s h o w s o m e 

t r e n d s in t h e u s e o f P M I , t h e p a p e r u s e s P M I 

r e c o r d s f r o m 2 0 0 6 t o 2 0 1 0 . 

T h i s r e p o r t a l s o m a k e s u s e o f d o c u m e n t s f i l e d 

t o t h e S e c u r i t i e s a n d E x c h a n g e C o m m i s s i o n 

( t h e " S E C " ) b y s e v e r a l m o r t g a g e i n s u r a n c e 

c o m p a n i e s . 

In o r d e r t o s h o w t h e p h y s i c a l i m p a c t o f t h e 

L L P A , w e u s e z i p c o d e - l e v e l d a t a f r o m t h e 2 0 0 0 

a n d 2 0 1 0 C e n s u s e s . T h e d a t a i n c l u d e s 

d e m o g r a p h i c i n f o r m a t i o n a b o u t t h e r a c e a n d 

i n c o m e o f h o u s e h o l d s in t h o s e a r e a s . T h e L L P A 

d a t a b a s e i d e n t i f i e s t h e z i p c o d e o f e a c h l o a n . 

Z i p c o d e s e r v e s as a c o m m o n i d e n t i f i e r . T h e z i p 

c o d e s a r e t h e n c r o s s - m a t c h e d a g a i n s t 

C o n g r e s s i o n a l D i s t r i c t s . C e n s u s o f f e r s s h a p e 

f i l es f o r z i p c o d e s , C o n g r e s s i o n a l D i s t r i c t s , a n d 

o t h e r l e v e l s o f g e o g r a p h y . T a k e n t o g e t h e r , 

t h e s e p o i n t s a l l o w t h e p a p e r t o s h o w m o r e 

a b o u t t h e g e o g r a p h y o f t h e s e p o l i c i e s . 
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A P P E N D I X O N E - L E N D I N G I N N O R T H C A R O L I N A A N D V I R G I N I A 

Table 1: Loans by Congressional Distr ict: Share and Disposit ion of Loans Del iverable t o the GSEs and Share of 
loans Util izing G o v e r n m e n t Mortgage Guarantees. 

N a m e D i s t C o s t S h a r e N o t D e l i v e r a b l e D e l i v e r a b l e w i t h F e e S h a r e G o v . A v e r a g e D e l i v e r y F e e 

B u t t e r f i e l d N C - 1 $ 2 1 1 , 6 0 4 2 4 % 5 2 % 3 6 % $ 3 9 9 

C a n t o r V A - 7 $ 8 6 9 , 3 6 0 2 1 % 5 2 % 3 1 % $ 5 7 7 

C o b l e N C - 6 $ 4 8 7 , 9 0 2 2 5 % 5 1 % 3 6 % $ 4 2 5 

C o n n o l l y V A - 1 1 $ 1 , 1 4 0 , 8 4 8 2 5 % 4 8 % 2 8 % $ 1 , 0 1 6 

E l m e r s N C - 2 $ 3 5 2 , 5 2 9 2 6 % 5 2 % 3 6 % $ 4 6 3 

F o r b e s V A - 4 $ 8 1 9 , 1 8 7 2 5 % 5 4 % 3 8 % $ 6 3 2 

F o x x N C - 5 $ 3 9 6 , 9 6 4 2 1 % 5 3 % 3 2 % $ 4 2 1 

G o o d l a t t e V A - 6 $ 5 2 2 , 3 5 7 2 1 % 5 6 % 3 3 % $ 4 2 2 

G r i f f i t h V A - 9 $ 2 3 1 , 0 1 9 2 1 % 5 6 % 3 1 % $ 3 5 9 

H u r t V A - 5 $ 4 1 0 , 6 4 1 1 9 % 5 6 % 2 9 % $ 4 4 7 

J o n e s N C - 3 $ 5 7 8 , 9 7 6 2 2 % 5 1 % 2 7 % $ 5 4 9 

K i s s e l l N C - 8 $ 5 0 9 , 6 8 4 2 5 % 5 2 % 3 7 % $ 5 2 3 

M c H e n r y N C - 1 0 $ 3 9 8 , 3 5 5 1 8 % 5 7 % 2 9 % $ 4 5 4 

M c l n t y r e N C - 7 $ 4 4 2 , 9 7 0 2 0 % 5 2 % 2 5 % $ 5 3 4 

M i l l e r N C - 1 3 $ 6 0 8 , 9 2 8 2 4 % 5 2 % 3 5 % $ 5 6 0 

M o r a n V A - 8 $ 9 0 3 , 7 1 5 2 1 % 4 8 % 2 6 % $ 1 , 0 4 5 

M y r i c k N C - 9 $ 1 , 2 0 1 , 7 7 5 2 2 % 5 1 % 2 8 % $ 6 9 7 

P r i c e N C - 4 $ 8 1 2 , 1 6 9 2 2 % 5 2 % 3 0 % $ 6 2 1 

R i g e l l V A - 2 $ 5 9 7 , 0 0 9 2 3 % 5 3 % 3 3 % $ 7 0 3 

S c o t t V A - 3 $ 4 7 8 , 7 3 0 2 8 % 5 1 % 4 5 % $ 5 4 0 

S h u l e r N C - 1 1 $ 4 1 7 , 6 7 6 1 3 % 5 6 % 2 0 % $ 4 6 2 

W a t t N C - 1 2 $ 4 3 4 , 8 4 7 2 7 % 5 0 % 4 0 % $ 4 8 1 

W i t t m a n V A - 1 $ 7 5 2 , 0 4 2 2 7 % 4 9 % 3 3 % $ 6 1 7 

W o l f V A - 1 0 $ 1 , 4 1 9 , 3 0 6 2 5 % 4 8 % 2 9 % $ 8 9 8 

Single-family residential loans, vintage 2010 

T a b l e 2 : 

Disposition of Loans by Racial and Ethnic Composition of Zip Code 

M i n o r i t y 

C o n c e n t r a t i o n 

H o m e P u r c h a s e R e f i n a n c e M i n o r i t y 

C o n c e n t r a t i o n 
N o t D e l i v e r a b l e W i t h F e e N o F e e N o t D e l i v e r a b l e W i t h F e e N o F e e 

0 t o 10 1 5 % 4 5 % 4 0 % 4 6 % 3 5 % 1 9 % 

10 t o 2 0 1 8 % 4 3 % 3 9 % 4 7 % 3 3 % 2 0 % 

2 0 t o 4 0 1 9 % 4 3 % 3 7 % 5 1 % 3 1 % 1 8 % 

4 0 t o 5 0 2 3 % 4 3 % 3 4 % 5 6 % 2 8 % 1 6 % 

m a j o r i t y m i n o r i t y 2 3 % 4 4 % 3 3 % 6 1 % 2 7 % 1 2 % 

Includes only owner-occupied single family-residential mortgage loans 
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Table 3: Disposition of loans by Loan Purpose and loan type 

L o a n T y p e T r e a t m e n t C o u n t C a s h O u t P u r c h a s e R e f i n a n c e 

C o n v e n t i o n a l f e e w i t h d e l i v e r y 2 0 , 7 0 5 7 , 6 9 7 4 , 5 3 3 8 , 4 7 5 C o n v e n t i o n a l 

n o f e e 1 1 , 1 6 5 4 1 9 2 , 6 1 4 8 , 1 3 2 

C o n v e n t i o n a l 

n o t d e l i v e r a b l e 2 , 8 7 3 61 1,415 1 ,397 

G o v e r n m e n t f e e w i t h d e l i v e r y 5 , 7 3 6 2 , 0 9 0 1,303 2 , 3 4 3 G o v e r n m e n t 

n o f e e 1 ,698 6 6 8 3 1 1 7 1 9 

G o v e r n m e n t 

n o t d e l i v e r a b l e 8 , 7 5 3 2 5 0 5 , 6 2 3 2 , 8 8 0 

Totals 50,930 11,185 15,799 23,946 

* F o r t h e p u r p o s e s o f t h i s a n a l y s i s , g o v e r n m e n t l o a n s a r e t e s t e d f o r L L P A s t a n d a r d s , e v e n t h o u g h t h e y a r e u n l i k e l y t o b e 

d e l i v e r e d t o t h e G S E s . 

Table Four: Disposition of Loans by Loan-to-Value and Loan Type 

L o a n - t o - V a l u e 

D i s p o s i t i o n T y p e T o t a l 6 0 - 7 0 7 0 - 7 5 7 5 - 8 0 8 0 - 8 5 8 5 - 9 0 9 0 - 9 5 9 5 - 9 7 9 7 - 1 0 0 

f e e 

w i t h 

d e l i v e r y 

C o n v e n t i o n a l 1 9 , 6 8 8 3 , 8 7 9 3 , 1 9 4 8 , 5 7 7 9 9 6 6 9 3 2 , 3 4 9 f e e 

w i t h 

d e l i v e r y 
G o v e r n m e n t 5 , 4 8 0 2 9 0 2 6 2 4 6 4 8 4 8 1 ,424 2 , 1 9 2 

n o f e e C o n v e n t i o n a l 1 0 , 6 1 4 3 , 4 9 6 2 , 5 5 3 6 8 0 1,673 2 , 2 1 2 n o f e e 

G o v e r n m e n t 1 ,603 6 0 4 8 4 9 2 4 2 1 ,204 

n o t d e l i v e r a b l e C o n v e n t i o n a l 2 , 7 3 0 1 3 0 8 0 7 0 9 1,811 n o t d e l i v e r a b l e 

G o v e r n m e n t 8 , 3 2 5 6 4 1 ,509 6 , 8 0 6 

Single-family homes, VA and NC 

Table Five: Share of loans made through conventional programs, by Loan-to-Value and FICO Bucket 

FICO 

Bucket 

Loan-to-Value Bucket FICO 

Bucket 
60.01 -

70.00 

70.01 -

75.00 

75.01 -

80.00 

80.01 -

85.00 

85.01 -

90.00 

90.01 -

95.00 

95.01 -

97.00 

97.01 -

100.00 

3 5 0 - 6 1 9 80.1% 7 4 . 0 % 7 2 . 9 % 6 2 . 1 % 4 4 . 2 % 3 5 . 7 % 2 2 . 0 % 23.1% 
6 2 0 - 6 3 9 7 3 . 2 % 6 8 . 3 % 6 5 . 7 % 3 3 . 0 % 1 5 . 8 % 3 0 . 5 % 1 7 . 2 % 1 7 . 0 % 

6 4 0 - 6 5 9 7 8 . 0 % 6 7 . 3 % 7 3 . 2 % 3 7 . 5 % 2 0 . 4 % 3 0 . 5 % 1 9 . 2 % 1 7 . 8 % 

6 6 0 - 6 7 9 8 9 . 4 % 8 5 . 5 % 8 2 . 9 % 4 7 . 7 % 2 7 . 0 % 3 2 . 7 % 2 5 . 3 % 1 8 . 8 % 

6 8 0 - 6 9 9 9 2 . 7 % 9 4 . 6 % 9 3 . 5 % 6 5 . 0 % 4 1 . 6 % 4 5 . 8 % 2 6 . 3 % 1 8 . 0 % 

7 0 0 - 7 1 9 9 5 . 6 % 9 5 . 1 % 9 5 . 9 % 7 5 . 1 % 5 5 . 3 % 5 4 . 7 % 2 8 . 1 % 1 7 . 9 % 

7 2 0 - 7 3 9 9 7 . 3 % 9 7 . 4 % 9 6 . 6 % 7 9 . 1 % 6 0 . 8 % 5 8 . 1 % 3 1 . 6 % 2 1 . 8 % 

7 4 0 - 7 5 9 9 7 . 9 % 9 7 . 6 % 9 7 . 3 % 8 1 . 2 % 6 7 . 3 % 6 0 . 9 % 3 4 . 7 % 2 0 . 4 % 

7 6 0 - 9 5 0 98.7% 9 8 . 7 % 9 8 . 2 % 8 7 . 0 % 7 5 . 7 % 6 6 . 5 % 4 7 . 4 % 29.9% 
Single-family homes, VA and NC 

D i s t r i c t R e p r e s e n t a t i v e M o r t g a g e s w i t h F e e s S u m 

N C - 1 B u t t e r f i e l d 5 3 1 $ 2 1 1 , 6 0 4 

N C - 2 E l m e r s 7 6 1 $ 3 5 2 , 5 2 9 

N C - 3 J o n e s 1 ,054 $ 5 7 8 , 9 7 6 

N C - 4 P r i c e 1 ,308 $ 8 1 2 , 1 6 9 

N C - 5 F o x x 9 4 2 $ 3 9 6 , 9 6 4 

N C - 6 C o b l e 1 , 147 $ 4 8 7 , 9 0 2 
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N C - 7 M c l n t y r e 8 3 0 $ 4 4 2 , 9 7 0 

N C - 8 K i s s e l l 9 7 4 $ 5 0 9 , 6 8 4 

N C - 9 M y r i c k 1 ,723 $ 1 , 2 0 1 , 7 7 5 

N C - 1 0 M c H e n r y 8 7 7 $ 3 9 8 , 3 5 5 

N C - 1 1 S h u l e r 9 0 4 $ 4 1 7 , 6 7 6 

N C - 1 2 W a t t 9 0 4 $ 4 3 4 , 8 4 7 

N C - 1 3 M i l l e r 1 ,088 $ 6 0 8 , 9 2 8 

V A - 1 W i t t m a n 1 ,218 $ 7 5 2 , 0 4 2 

V A - 2 R i g e l l 8 4 9 $ 5 9 7 , 0 0 9 

V A - 3 S c o t t 8 8 6 $ 4 7 8 , 7 3 0 

V A - 4 F o r b e s 1 , 297 $ 8 1 9 , 1 8 7 

V A - 5 H u r t 9 1 8 $ 4 1 0 , 6 4 1 

V A - 6 G o o d l a t t e 1 ,239 $ 5 2 2 , 3 5 7 

V A - 7 C a n t o r 1 ,506 $ 8 6 9 , 3 6 0 

V A - 8 M o r a n 8 6 5 $ 9 0 3 , 7 1 5 

V A - 9 G r i f f i t h 6 4 4 $ 2 3 1 , 0 1 9 

V A - 1 0 W o l f 1 ,580 $ 1 , 4 1 9 , 3 0 6 

V A - 1 1 C o n n o l l y 1 ,123 $ 1 , 1 4 0 , 8 4 8 

C h a r t 1: D i s p o s i t i o n o f H o m e P u r c h a s e L o a n s , b y R a c i a l a n d E t h n i c C o m p o s i t i o n o f Z i p C o d e 

26 Comments on Proposed Rulemaking on Credit Risk Retention 



A P P E N D I X Two: M O R T G A G E INSURANCE 

T a b l e 2.1 

percentage change in guaranteed loans, by tract income, 2007 to 2009 

Company Name A L L low middle moderate na upper very low 

AIG United -73.4% -88.7% -71.8% -81.3% -83.7% -52.4% -90.7% 

C M G 13.5% -24.5% 20.4% -3.3% -19.9% 54.9% -38.5% 

Genworth -84.8% -92.3% -83.2% -87.3% -89.4% -77.5% -93.7% 

MGIC -74.8% -87 .1% -72.8% -80.2% -83.5% -59.7% -88.4% 

P M I Group -78 .1% -90.4% -76.0% -83.4% -85.9% -61 .1% -92.6% 

Radian -61.4% -77.4% -61 .1% -70.9% -79.9% -37.9% -79.9% 

Republic -76.8% -89.4% -75 .1% -82.4% -86.4% -61.5% -93.5% 

Triad -99.8% -99.9% -99.9% -99.8% -98.8% -99.9% -100.0% 

A L L -74.6% -87.2% -72.6% -80.2% -84.4% -58.8% -89.9% 

Table 2.2 

2009 PMI, volume of guaranteed loans, by company and tract income 

PMI 
Firm 

Sum low middle moderate na upper Very 
low 

L M I share 

AIG United 57,815 3,949 16,251 11,111 1,565 24,517 422 27% 

C M G 38,200 3,284 11,876 9,600 1,090 12,152 198 34% 

Genworth 38,460 2,987 11,414 8,604 1,327 13,806 322 3 1 % 

MGIC 96,879 7,490 28,060 20,829 3,629 36,091 780 30% 

P M I Group 41,416 3,260 11,460 8,404 1,249 16,667 376 29% 

Radian 73,470 6,430 19,721 14,568 1,834 30,218 699 30% 

Republic 39,844 2,721 11,464 8,090 1,251 16,117 201 28% 

Triad 149 7 25 44 49 24 34% 

386,233 30,128 110,271 81,250 11,994 149,592 2,998 30% 

2007 PMI, volume of guaranteed loans, by company and tract income 

AIG United 217,611 34,941 57,660 59,336 9,609 51,505 4,560 4 5 % 

C M G 33,659 4,349 9,861 9,924 1,360 7,843 322 4 3 % 

Genworth 253,308 38,691 67,767 68,001 12,503 61,259 5,087 44% 

MGIC 384,406 57,855 103,026 105,115 22,059 89,604 6,747 44% 

P M I Group 189,136 34,119 47,722 50,493 8,885 42,835 5,082 47% 

Radian 190,431 28,438 50,643 50,128 9,113 48,640 3,469 4 3 % 

Republic 172,006 25,734 46,129 46,055 9,172 41,816 3,100 44% 

Triad 77,625 11,788 20,298 20,449 3,976 19,667 1,447 4 3 % 

1,518,182 235,915 403,106 409,501 76,677 363,169 29,814 44% 
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Table 2.3 

percentage change in guaranteed loans, by Borrower Income, 2007 to 2009 

Company Name A L L lmi middle moderate na upper 

AIG United -73.4% -84.3% -69.0% -76.6% -90.5% -59.7% 

C M G 13.5% -15.2% 24.5% 6.1% -24.9% 39.6% 

Genworth -84.8% -89.2% -81.7% -85.8% -93.7% -79.4% 

MGIC -74.8% -84.4% -70.3% -77.9% -87.9% -62.6% 

P M I Group -78 .1% -83.4% -73.0% -78.3% -94 .1% -71.5% 

Radian -61.4% -73.0% -57.6% -65.7% -86.3% -47 .1% 

Republic -76.8% -85.4% -72.4% -79 .1% -94.4% -63 .1% 

Triad -99.8% -99.9% -99.8% -99.9% -99.7% -99.7% 

A L L -74.6% -82.9% -69.6% -76.5% -91.8% -63.5% 

percentage change, all actions, by Borrower Income, 2007 to 2009 

Company Name A L L L M I moderate middle an upper 

AIG United -68.4% -79.3% -63 .1% -71 .1% -86.2% -54.6% 

C M G 38.2% 3.1% 4 8 . 1 % 27.6% 10.5% 70.1% 

Genworth -75.8% -81.5% -71.5% -77.2% -86 .1% -68.3% 

MGIC -64.9% -76.8% -59.5% -69.0% -77.3% -50.4% 

P M I Group -70.2% -75.3% -63.8% -69.5% -89 .1% -63 .1% 

Radian -55.8% -66.9% -50.7% -59.6% -83.9% -40.4% 

Republic -62.8% -73.2% -57.7% -66.4% -83.9% -46.3% 

Triad -98.3% -98.0% -98.3% -98.0% -98.5% -98.3% 

A L L -66.3% -75.5% -60.4% -68.4% -84.5% -53.9% 
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A P P E N D I X T H R E E : S O M E EXAMPLES O F T H E T R E A T M E N T O F 

B O R R O W E R S BY T H E L L P A 

Th is s e c t i o n w i l l d e s c r i b e t h e p r o c e s s o f t h e L L P A b y s h o w i n g i ts i m p a c t o n a h y p o t h e t i c a l f a m i l y 

w h e r e t h r e e m e m b e r s a r e s e e k i n g a h o m e m o r t g a g e a t o n e t i m e . 

I m a g i n e a h y p o t h e t i c a l s c e n a r i o w h e r e t h r e e 

p e o p l e in t h e J o n e s f a m i l y w a n t a m o r t g a g e -

P e t e r J o n e s , P a u l J o n e s , a n d M a r y J o n e s . 

M r . P e t e r J o n e s h a s f o u n d a s i n g l e - f a m i l y h o m e 

f o r h i s f a m i l y . T h e h o m e is l o c a t e d in 

C h a r l o t t e s v i l l e , V i r g i n i a . M r . J o n e s h a s a l o t o f 

t h i n g s g o i n g f o r h i m - h e h a s a h i g h c r e d i t s c o r e 

( 7 6 0 ) a n d h e c a n p u t d o w n m o r e t h a n t w e n t y 

p e r c e n t . H e is g o i n g t o a p p l y f o r a f i x e d - r a t e 

l o a n . 

P e t e r g o t t h o s e g o o d c r e d i t h a b i t s as h is f a t h e r , 

P a u l . P a u l is a s m a l l b u s i n e s s m a n f r o m 

B l a c k s b u r g . H e h a s t h e s a m e 7 6 0 s c o r e as h is 

s o n . A b o u t t e n y e a r s a g o , h e b o u g h t a n 

i n v e s t m e n t p r o p e r t y in a b e a c h t o w n n e a r 

W i l m i n g t o n , N o r t h C a r o l i n a f o r $ 2 8 7 , 0 0 0 . 

T o d a y , h e o w e s $ 2 5 0 , 0 0 0 a n d is p a y i n g 6 .25 

p e r c e n t . H e t u r n e d d o w n o f f e r s a f e w y e a r s a g o 

t o se l l f o r $ 4 0 0 , 0 0 0 . H e k n o w s t h a t t h e m a r k e t 

h a s s t r u g g l e d , b u t h e st i l l t h i n k s t h e h o u s e is 

w o r t h w h a t h e p a i d f o r it. E v e r s i n c e a l a r g e 

s t o r m c a m e t h r o u g h W i l m i n g t o n , h e h a s 

w a n t e d t o i ns ta l l a g o o d d r a i n a g e s y s t e m a t t h e 

p r o p e r t y . H e w o u l d l i ke t o g e t s o m e o f h i s 

e q u i t y o u t s o t h a t h e c o u l d d o t h o s e f i x - u p s . H e 

is e a g e r , in f a c t , b e c a u s e h e t h i n k s h e w i l l b e 

a b l e t o s a v e s o m e m o n e y a f t e r h e r e f i n a n c e s a t 

a t o d a y ' s h i s t o r i c a l l y l o w r a t e s . In t h e e n d , h e 

c a l c u l a t e s t h a t h e w o u l d l i k e t o e x i t w i t h h i s 

o u t s t a n d i n g d e b t r e f i n a n c e d a n d t h e n pu l l o u t 

a n o t h e r $ 1 5 , 0 0 0 f o r t h e r e p a i r s . 

P e t e r h a s a s i s t e r n a m e d M a r y t h a t is l o o k i n g t o 

b u y a h o m e as w e l l . M a r y m o v e d t o t h e 

o u t s k i r t s o f W a s h i n g t o n , D C r i g h t a f t e r c o l l e g e . 

S h e d o e s n ' t h a v e a l o t o f s a v i n g s b u t s h e f e e l s 

l i ke it w o u l d b e b e t t e r t o o w n r a t h e r t h a n r e n t . 

S h e h a s f o u n d a c o n d o m i n i u m . H e r c r e d i t s c o r e 

is f a i r . S h e p a y s h e r b i l ls , b u t s h e i s n ' t e n t i r e l y 

s a v v y a b o u t h e r c r e d i t s c o r e . S h e h a s s e v e r a l 

d e p a r t m e n t s t o r e c h a r g e c a r d s . S h e p a i d o f f t h e 

" B i l l M e L a t e r " c r e d i t a c c o u n t t h a t s h e o p e n e d 

u p w h e n s h e b o u g h t a m o u n t a i n b i k e o n e B a y 

las t y e a r , b u t it is a n o t h e r o p e n r e v o l v i n g l i ne o f 

c r e d i t . S h e is m a k i n g p a y m e n t s o n h e r s t u d e n t 

l o a n s . S h e b o u g h t a c a r l as t y e a r , b e c a u s e s h e 

n e e d s t o d r i v e t o g e t t o w o r k . C o u p l e d w i t h 

t h e f a c t t h a t s h e d i d n ' t h a v e a n y c r e d i t f o u r 

y e a r s a g o , a n d M a r y h a s a c r e d i t s c o r e o f 6 7 5 . 

E a c h o f t h e s e b o r r o w e r s is e m p l o y e d a n d 

c u r r e n t o n t h e i r b i l ls . H o w e v e r , t h e L L P A w i l l 

t r e a t e a c h o n e d i f f e r e n t l y . 

P e t e r w i l l b e u n d e t e r r e d b y t h e L L P A . P e t e r is 

b u y i n g t h e r i g h t k i n d o f h o u s e ( s i n g l e - f a m i l y ) 

w i t h t h e r i g h t k i n d o f m o r t g a g e ( f i x e d - r a t e ) w i t h 

a s o l i d d o w n p a y m e n t . P e t e r h a s a g o o d c r e d i t 

s c o r e a n d h e l i v e s in a c i t y w h e r e h o m e p r i c e s 

h a v e r e m a i n e d s t a b l e . 

P e t e r ' s f a t h e r w i l l h a v e m o r e t r o u b l e . P e t e r 

f a c e s t h r e e p r o b l e m s . H e is r e f i n a n c i n g a n 

i n v e s t m e n t p r o p e r t y . T h e G S E s a r e c a u t i o u s 

w i t h a n y p r o p e r t y t h a t i s n ' t o w n e r - o c c u p i e d 

h o m e s . S e c o n d , h e is d o i n g s o in a c i t y 

( W i l m i n g t o n , N o r t h C a r o l i n a ) w h e r e p r o p e r t y 
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v a l u e s h a v e s t r u g g l e d . T h e G S E s h a v e t a k e n t o 

a p p l y a 2 5 bas i s p o i n t f e e f o r all l o a n s in s o m e 

a r e a s w h e r e h o m e v a l u e s h a v e d e c l i n e d 

s i g n i f i c a n t l y . W i l m i n g t o n is o n e o f f i v e a r e a s in 

N o r t h C a r o l i n a a n d V i r g i n i a t h a t h a v e t h i s 

d e s i g n a t i o n . L a s t , h e is s e e k i n g t o t a k e s o m e 

m o n e y o u t o f h i s l o a n . 

P a u l is g o i n g t o h a v e t o a d j u s t h i s p l a n s . T h e 

h o m e a p p r a i s e d f o r $ 3 0 0 , 0 0 0 w h i c h w a s m o r e 

t h a n h e p a i d f o r it i n 2 0 0 1 . B u t t h a t is n o t g o i n g 

t o w o r k f o r h i m . P a u l ' s g r e a t c r e d i t s c o r e 

m e a n s t h a t h e w o n ' t h a v e t o p a y a f e e f o r 

h a v i n g a h i g h l o a n - t o - v a l u e r a t e ( 8 3 . 3 p e r c e n t 

w i t h o u t c a s h - o u t , o r 8 8 . 3 w i t h c a s h - o u t ) . 

U n f o r t u n a t e l y , t h e G S E ' s c a s h o u t c r i t e r i a h a s 

t r o u b l e w i t h h i s i d e a . I t t u r n s o u t t h a t t h e G S E s 

w i l l n o t b u y a n y l o a n w i t h a c a s h - o u t f e a t u r e if 

t h e l o a n - t o - v a l u e is g r e a t e r t h a n 8 5 . P a u l c a n 

t a k e o u t $ 5 , 0 0 0 a n d n o t a p e n n y m o r e . T h e r e 

is a p r i c e t o p a y f o r t h e p r i v i l e g e . T o g e t t h a t 

$ 5 , 0 0 0 , t h e G S E s w i l l c h a r g e h is l e n d e r 62 .5 

bas i s p o i n t s o n t h e e n t i r e l y l o a n b a l a n c e o f 

$ 2 5 5 , 0 0 0 . T h i s is a c o s t o f $ 1 , 5 9 4 . If h e h a d a 

c r e d i t s c o r e o f l ess t h a n 7 4 0 , t h e n t h e f e e 

w o u l d h a v e m o r e t h a n d o u b l e d - t o 150 b a s i s 

p o i n t s . 

P a u l d e c i d e s n o t t o t a k e t h e c a s h . 

U n f o r t u n a t e l y , h e h a s m o r e f e e s t o p a y b e f o r e 

h e c a n b o r r o w e r . H e c a n ' t c h a n g e t h a t t h i s is a n 

i n v e s t o r p r o p e r t y . A l r e a d y , h e is b o r r o w i n g 

a l m o s t as m u c h as is p o s s i b l e ( 8 3 p e r c e n t L T V ) 

u n d e r t h e g u i d e l i n e s . W i t h t h i s c o m b i n a t i o n o f 

o w n e r t y p e a n d L T V , t h e G S E s w i l l c h a r g e h is 

l e n d e r 3 7 5 bas i s p o i n t s , o r $ 9 , 3 2 5 . T h e r e is a l s o 

t h e q u e s t i o n o f t h e h o m e ' s u n f o r t u n a t e l o c a t i o n 

in t h e W i l m i n g t o n a r e a . G i v e n t h a t it q u a l i f i e s as 

a d e c l i n i n g a r e a , h e w i l l h a v e t o p a y a n o t h e r 

$ 6 2 5 in d e l i v e r y f e e s . I n a l l , h i s f e e s c o m e t o 

$ 1 0 , 0 0 0 . 

P a u l c a n n o t b e l i e v e w h a t h e is h e a r i n g a t t h e 

b a n k . H a v i n g p a i d d o w n h is m o r t g a g e f o r t e n 

y e a r s , h e is a b o u t t o g i v e u p 30 p e r c e n t o f h i s 

e q u i t y j u s t t o r e f i n a n c e i n t o a l o w e r i n t e r e s t 

r a t e . T h e l e n d e r o f f e r s h i m a c h o i c e - p a y it al l 

u p f r o n t , o r a m o r t i z e o v e r t i m e t h r o u g h a h i g h e r 

i n t e r e s t r a t e . T h i s f u n g i b i l i t y m a y r e v e a l w h y s o 

m a n y p e o p l e d o n o t r e a l i z e h o w m u c h t h e i r 

l e n d e r is c h a r g i n g t o d e l i v e r t h e i r l o a n . 

" W e c a n o f f s e t it f o r y o u , " t h e l e n d e r s a y s . " I t 

r e a l l y is n o p r o b l e m . W e d o it all t h e t i m e . Y o u 

c a n p a y t h e $ 1 0 , 0 0 0 in f e e s u p f r o n t t h r o u g h 

y o u r c l o s i n g , o r w e c a n r a i s e y o u r i n t e r e s t r a t e . 

Y o u r i n t e r e s t r a t e w i t h t h e f e e s p a i d u p f r o n t is 

4 . 8 7 5 p e r c e n t . If y o u w a n t t o p a y t h e m o f f o v e r 

t i m e , y o u r r a t e is 5 .25 p e r c e n t . " 

P a u l ' s c h o i c e s e e m s b a d , b u t h e w a s st i l l a b l e t o 

g e t a l o a n . M o r e o v e r , h e w a s a b l e t o s a v e 

m o n e y in s p i t e o f t h e f e e s . T h e f a c t t h a t t h e 

p u b l i c is n o t as v o c a l a b o u t t h e L L P A m a y b e 

b e c a u s e i n t e r e s t r a t e s a r e s o l o w r i g h t n o w . If 

r a t e s c o m e b a c k u p , t h e n r e f i n a n c i n g w i l l l o o k 

v e r y p r o b l e m a t i c . In P a u l ' s c a s e , f o r i n s t a n c e , h e 

a m o r t i z e d $ 1 0 , 0 0 0 in f e e s b u t h i s m o n t h l y 

p a y m e n t ( s a n s t a x e s a n d i n s u r a n c e ) st i l l 

d r o p p e d f r o m $ 1 , 7 2 4 t o $ 1 , 3 7 6 . T h e d i f f e r e n c e 

w o u l d h a v e b e e n l e s s if h e h a d h e l d t h e l o a n f o r 

l e s s t h a n t e n y e a r s , b u t e v e n if h e h a d o n l y h e l d 

it f o r f i v e , t h e i n t e r e s t r a t e s w o u l d h i d e t h e 

s t i c k e r s h o c k . 

M a r y w o n ' t h a v e t h e s a m e l u c k as b r o t h e r , a n d 

s h e m a y f a r e w o r s e t h a n e v e n h e r f a t h e r d i d . 

M a r y ' s m a i n p r o b l e m is t h a t s h e l i v e s in a n 

e x p e n s i v e c i t y . S h e is t r y i n g t o b u y i n g a h o m e in 

N o r t h e r n V i r g i n i a . U n f o r t u n a t e l y , j o b s a r e 

u s u a l l y l o c a t e d in p l a c e s w h e r e h o u s i n g c o s t s 

m o r e . S h e i s n ' t g o i n g t o e a r n as m u c h in 

B l a c k s b u r g , w h e r e h e r f a t h e r l i v e s , as s h e w i l l in 

W a s h i n g t o n , D C . In t h e f a c e o f t h a t , s h e o p t s 

t o b u y a c o n d o m i n i u m i n s t e a d . B u t if 

c o n d o m i n i u m s h a v e a l o t o f a p p e a l f o r u p - a n d -
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c o m i n g y o u n g p e o p l e , p a r t i c u l a r l y in d e n s e 

u r b a n a r e a s w h e r e l a n d c o s t s a r e h i g h , t h e G S E s 

d o n o t f e e l t h e s a m e w a y . 

I m a g i n e t h e s c e n a r i o t h a t f o l l o w s w h e n M a r y 

p u t s $ 5 , 0 0 0 d o w n t o b u y a $ 2 0 0 , 0 0 0 

c o n d o m i n i u m . I n t h e t e r m s t h r o u g h w h i c h 

b a n k s u n d e r w r i t e l o a n s , M a r y is s e e k i n g a l o a n 

w i t h a l o a n - t o - v a l u e r a t i o o f 97 .5 . T h i s is a v e r y 

h i g h L T V , b u t it is n o t o n e t h a t is u n c o m m o n . 

M a n y b u y e r s c o m e t o b a n k s w i t h l e s s t h a n 3.5 

p e r c e n t d o w n . 

T h e G S E s d o n o t b u y t h e s e l o a n s . A l t h o u g h a 

l e n d e r c o u l d m a k e t h e l o a n w i t h t h e i n t e n t o f 

h o l d i n g it o r p e r h a p s f i n d i n g a p r i v a t e b u y e r o f 

M B S o n t h e s e c o n d a r y m a r k e t , w h a t is m o r e 

l i k e l y is t h a t s h e w i l l b e d i r e c t e d t o t h e F H A 

p r o g r a m . T h a t s h o u l d b e f i n e , b e c a u s e F H A 

s e r v e s t h e s e k i n d s o f b o r r o w e r s . U n f o r t u n a t e l y , 

M a r y is g o i n g t o e n d u p in a c a t c h - 2 2 . 

F H A m a y n o t g u a r a n t e e h e r l o a n . F o r b e t t e r o r 

w o r s e , t h e r e a r e s o m e q u i r k s t o t h e F H A 

p r o g r a m t h a t c a n m a k e i t p a r t i c u l a r l y d i f f i c u l t t o 

g e t a c o n d o m i n i u m l o a n in s o m e a r e a s . T h e r e 

a r e q u i r k s in t h e g e o g r a p h y o f h o m e s : a c o n d o 

c a n n o t b e i n s u r e d b y F H A if it is w i t h i n 1,000 

f e e t o f a h i g h w a y o r a " h e a v i l y - t r a v e l e d r o a d , " 

3 ,000 f e e t f r o m a r a i l r o a d , o n e m i l e f r o m a n 

a i r p o r t , o r f i v e m i l e s f r o m a m i l i t a r y a i r f i e l d 

( M i l l e r , 2 0 0 9 ) . 

" I f y o u l o o k a t t h e n e w F H A r u l e s a b o v e y o u 

w i l l i n s t a n t l y n o t i c e s e v e r a l p r o b l e m s , " r e p o r t s 

P e t e r M i l l e r in a n o p i n i o n p u b l i s h e d b y 

R e a l t y T r a c . " F i r s t , a l o t o f e x i s t i n g c o n d o 

p r o j e c t s a r e e a s i l y w i t h i n 1,000 f e e t o f a " h e a v i l y 

t r a v e l e d r o a d . " T h a t ' s w h y t h e y w e r e b u i l t in 

m a j o r m e t r o a r e a s a n d w h i l e t h e f i n a n c i n g r u l e s 

h a v e c h a n g e d t h e c o n d o u n i t s c a n n o t b e m o v e d . 

S e c o n d , h u g e n u m b e r s o f p r o p e r t i e s — 

e s p e c i a l l y in C a l i f o r n i a , F l o r i d a a n d L a s V e g a s — 

w i l l n e v e r p a s s m u s t e r u n d e r t h e n e w 

o w n e r s h i p s t a n d a r d s o r t h e a r r e a r s g u i d e l i n e s . " 

( M i l l e r , 2 0 0 9 ) 

M a n y o f t h e u n i t s in t h e c o n d o m i n i u m c o m p l e x 

t h a t s h e w a n t s t o l i v e in a r e r e n t e d . A s w e l l , t h e 

c o n d o is l o c a t e d n e a r t h e L i t t l e R i v e r T u r n p i k e . 

T h e L i t t l e R i v e r T u r n p i k e is a m a j o r 

t h o r o u g h f a r e in t h e a r e a . T h e c o n d o w a s b u i l t 

n e a r t h a t r o a d o n p u r p o s e . B o t h o f t h e s e 

f a c t o r s r u l e o u t h e r p u r c h a s e o f t h i s l o a n . 

M a r y h a s a f e w o p t i o n s . S h e c a n a b a n d o n t h e 

c o n d o m i n i u m i d e a a n d t u r n t o a s i n g l e - f a m i l y 

h o u s e . O f c o u r s e , t h e n s h e w i l l h a v e t o h a v e a 

l o t m o r e m o n e y . N o t h a v i n g a l o t o f m o n e y w a s 

t h e r e a s o n t h a t s h e s o u g h t a c o n d o in t h e f i r s t 

p l a c e . S h e m i g h t b e a b l e t o a r r a n g e t o b u y a 

d i f f e r e n t c o n d o . I t m i g h t b e d i f f i c u l t t o f i n d o n e 

in t h e W a s h i n g t o n , D C a r e a t h a t m e e t s all o f 

t h e g e o g r a p h y s t a n d a r d s f o r F H A . B y s o m e 

i n t e r p r e t a t i o n s , e v e n a c l o s e p r o x i m i t y t o a g a s 

s t a t i o n c o u l d d i s q u a l i f y a c o n d o f r o m t h e F H A 

g u a r a n t e e p r o g r a m . H e r o n l y c h o i c e , s h o r t o f 

f i n d i n g a g i f t f r o m a f a m i l y m e m b e r , is t o r e n t a 

h o m e . S h e c o u l d t r y a c o n v e n t i o n a l l o a n . If s h e 

d i d , h e r l e n d e r w o u l d p a y $ 5 , 7 9 0 in d e l i v e r y 

f e e s a n d s h e w o u l d n e e d t o p a y a t l e a s t a n o t h e r 

2 1 2 bas i s p o i n t s in m o r t g a g e i n s u r a n c e . 

T h e G S E s w i l l c h a r g e $ 5 , 8 5 0 t o m i t i g a t e t h e r i s k 

o f a l o a n , e v e n it h a s s i m u l t a n e o u s l y b e e n 

i n s u r e d a l r e a d y t h r o u g h a p r i v a t e m o r t g a g e 

i n s u r a n c e c o n t r a c t . T h e G S E s e x p e c t t h a t s h e 

w i l l b r i n g m o r t g a g e i n s u r a n c e t o t h e l o a n a t a 

m i n i m u m p r i c e o f 1.75 p e r c e n t . M o r t g a g e 

i n s u r a n c e c o m p a n i e s w i l l i n s u r e as m u c h as 35 

p e r c e n t o f t h a t l o a n . T h e a m o u n t o f g u a r a n t e e 

o n a n y l o a n is d e p e n d e n t u p o n t h e in i t ia l l o a n -

t o - v a l u e . A s w e l l , b o r r o w e r s c a n o f t e n c e a s e t o 

p a y a n M I p r e m i u m w h e n t h e i r d e b t is r e d u c e d 

t o 8 0 p e r c e n t o f t h e o r i g i n a l l o a n a m o u n t . 
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